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PREFACE

Award fees can serve as a valuable tool to help control program risk and
encourage excellence in contract performance. To reap the advantages
that cost-plus-award-fee contracts offer, government personnel must
implement an effective award fee process. Missteps in any part of the
process can incentivize the wrong actions--or even disincentivize contrac-
tors to achieve the desired results.

We initiated this audit in response to DOD concerns over whether award
fees were being used effectively to encourage contractor excellence. On
27 February 1999, the Under Secretary of Defense (Acquisition and
Technology) issued a memorandum to the Service Secretaries, expressing
concern that government personnel were granting high award fees that
weren't commensurate with actual contractor performance.

In fall 1999, the Deputy Assistant Secretary of the Army (Procurement)
issued a memorandum to the Army's contracting and acquisition com-
munities, reiterating many of the same concerns that the Under Secre-
tary of Defense (Acquisition and Technology) had cited. In a separate
action, the Deputy Assistant Secretary issued a list of primary areas of
interest that Army procurement offices should emphasize during FY 00.
It included using award fees properly to provide motivation for excellence
in contractor performance.

Implementing an effective award fee process requires careful attention to:

Designing award fee plans that identify the most important ele-
ments of performance and the levels of achievement that contrac-
tors must reach to get some or all of the award fee.

Evaluating contractor performance according to the plan.

Determining and paying award fees based on the plan.

Our audit focused on these aspects of the process.

WHAT WE AUDITED

We audited award fee processes related to the six cost-plus-award-fee
contracts that U.S. Army Aviation and Missile Command's Acquisition
Center issued in FY 98 and FY 99.
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The audit answered these questions:

Did Aviation and Missile Command, the Office of the Program
Executive Officer for Tactical Missiles, and the Office of the
Program Executive Officer for Air and Missile Defense use award
fees effectively to help manage risk and encourage excellence in
contractor performance?

Did Army regulations that prescribe policies for using award fees
identify key management controls?

We surveyed mandatory (Federal, DOD, Army, and local) guidance to
identify practices that we considered most beneficial in helping ensure
effective use of award fees. We also surveyed guidance from several other
governmental organizations. In this report, we identify these best
practices.

RESULTS IN BRIEF

Aviation and Missile Command and the Program Executive Officers
needed to use award fees more effectively to help manage risk and
encourage excellence in contractor performance. We reviewed award fee
processes related to the six cost-plus-award-fee contracts that Aviation
and Missile Command's Acquisition Center awarded in FY 98 and FY 99.
We found weaknesses in developing award fee plans, evaluating contrac-
tor performance, and determining and paying award fees. (Annex C
contains a summary of problems and opportunities to employ best
practices.)

Requiring activities needed to do a better job of developing award fee
plans. They sometimes didn't clearly identify criteria for award fee
evaluations. Also, they didn't use program risk as a primary basis for
developing criteria, and some criteria weren't appropriate for the
established award fee periods. Furthermore, award fee payment
structures didn’'t encourage contractors to excel.

Improvements were needed in evaluating contractor performance.
Performance evaluators didn’t receive written appointments or adequate
training to perform their duties. Evaluation documents were often
general, with few specific examples of good or bad contractor
performance.
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Improvements were also needed in processes for determining and paying
award fees. Award fee payments were generally timely. However, we
found:

The award fee decision-making processes for one contract inappro-
priately included contractor personnel.

Award fee evaluation boards and determining officials sometimes
didn't adequately document their decisions or clearly explain the
rationale for ratings and award fee amounts.

Government personnel inappropriately rolled over unearned award
fees for one contract into subsequent award fee periods.

Weaknesses generally existed because command personnel didn’t have
detailed guidance on how to structure award fee plans to help manage
risk and incentivize contractors. Also, they didn't place sufficient
emphasis on managing critical aspects of the award fee process. In
addition, oversight responsibility wasn’t clearly assigned for making sure
the overall award fee process worked effectively. As a result, there wasn’t
reasonable assurance that contractors received award fees commensu-
rate with actual performance or that they were motivated to strive for
excellence.

Army regulations didn't identify key management controls related to the
award fee process. The Office of the Assistant Secretary of the Army
(Acquisition, Logistics and Technology) developed a checklist (Appendix
DD) for the Army Supplement to the Federal Acquisition Regulation.
However, the checklist didn't address key controls related to many of the
problems that we identified. As a result, there was little assurance that
commands would effectively use award fees to manage risk and encour-
age excellence in contractor performance.

OTHER MATTERS

When we initiated our audit, there were seven contracts within the scope
of our review. However, on 9 March 2000, the contracting officer for one
of the contracts--Contract DAAH01-99-C0081--issued a modification
converting the contract type from cost plus award fee to cost plus fixed
fee.

Contracting personnel told us that they changed the contract type
because they had awarded the contract to buy labor hours only, but
other requirements--material and travel--also needed to be included.
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The requiring element was issuing task orders that required substantial
material and travel. In addition, we had identified significant problems
with the draft award fee plan. Considering the types of effort being pro-
cured, cost uncertainties, and problems with the draft award fee plan,

contracting personnel decided to use a cost-plus-fixed-fee contract type.

Because of their decision, we eliminated the contract from the scope of
our review. We didn't evaluate the appropriateness of changing to a cost-
plus-fixed-fee contract because our audit didn't include evaluation of
contract type. However, we were concerned because, under a cost-plus-
fixed-fee contract type, the government bears all cost risk. Also, it
appeared that the contractor was having problems completing some
tasks timely.

On 3 April 2000, the contracting officer told us that further review
indicated that the cost-plus-fixed-fee contract was still not the optimal
contracting arrangement. The contracting officer planned to replace the
contract with a basic ordering agreement.

We believe that this contracting effort--valued at about $34 million--
warrants closer scrutiny by the Deputy for Systems Acquisition, Aviation
and Missile Command to make sure contracting decisions are in the
government's best interest.

RESPONSIBILITIES

The Office of the Assistant Secretary of the Army (Acquisition, Logistics
and Technology) is responsible for Army procurement and contracting
functions. It is also the Army's functional proponent responsible for
identifying key management controls related to Army contracting
operations, including the award fee process.

Aviation and Missile Command--through its Acquisition Center--is
responsible for soliciting, awarding, and administering contracts for the
elements that it supports, including the Deputy for Systems Acquisition;
the Program Executive Officer, Tactical Missiles; and the Program Execu-
tive Officer, Air and Missile Defense. Aviation and Missile Command is a
major subordinate command of U.S. Army Materiel Command.

The Deputy for Systems Acquisition and Program Executive Officers--
through their project offices--are responsible for developing award fee
plans and providing performance evaluators.
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The Deputy for Systems Acquisition is responsible for the Short
Range Air Defense Project Office (including the Sentinel).

The Program Executive Officer, Tactical Missiles is responsible for
the:

- Javelin Project Office.
- Multiple Launch Rocket System Project Office.

- Aviation, Rockets, and Missiles Project Office (formerly the
Air-to-Ground Missile Systems Project Office).

The Program Executive Officer, Air and Missile Defense is
responsible for the Lower Tier Project Office (formerly the Patriot
Project Office).

The Assistant Secretary of the Army (Acquisition, Logistics and
Technology) is responsible for making sure the Program Executive
Officers act on the recommendations addressed to them in this report.
Army Materiel Command is responsible for making sure Aviation and
Missile Command and the Office of the Deputy for Systems Acquisition
act on the recommendations addressed to them in this report.

If the Office of the Assistant Secretary; Aviation and Missile Command,;
and the Offices of the Deputy for Systems Acquisition and the Program
Executive Officers carry out the recommendations in this report, there
could be monetary benefits. However, at the time of the audit, we
couldn’t reasonably estimate those benefits.
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OBJECTIVES, CONCLUSIONS, RECOMMENDATIONS,
AND COMMENTS
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A - USE OF AWARD FEES

OBJECTIVE

Did U.S. Army Aviation and Missile Command; the Office of the Program
Executive Officer, Tactical Missiles; and the Office of the Program
Executive Officer, Air and Missile Defense use award fees effectively to
manage risk and encourage excellence in contractor performance?

CONCLUSION

Aviation and Missile Command and the Program Executive Officers
needed to use award fees more effectively to help manage risk and
encourage contractor excellence. We found improvements were needed
in developing award fee plans, evaluating contractor performance, and
determining and paying award fees. Weaknesses generally existed
because command personnel didn’t have detailed guidance on how to
structure award fee plans to help manage risk and incentivize contrac-
tors, and they didn't place sufficient emphasis on managing critical
aspects of the award fee process. As a result, there wasn't reasonable
assurance that contractors received award fees commensurate with
actual performance or that they were motivated to strive for excellence.
Improvements could result from implementing best practices that we
identify in this report.

Our detailed discussion of these conditions starts on page 14. Our
recommendations start on page 32.

BACKGROUND

A cost-plus-award-fee contract is a cost-reimbursement contract that
provides financial incentives based on a contractor's performance.
Specifically, this type of contract allows the government to evaluate a
contractor's performance according to specified criteria and grant an
award amount that is within designated parameters.
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Guidance

The Federal Acquisition Regulation and its supplements contain
guidance for using award fees. According to the Federal Acquisition
Regulation, a cost-plus-award-fee contract is suitable when:

It's not possible to set predetermined objective incentive targets
applicable to cost, technical performance, or schedule.

Using a contract that effectively motivates the contractor toward
exceptional performance will increase the likelihood of meeting
acquisition objectives.

The expected benefits justify the additional administrative effort
and cost required to monitor and evaluate performance.

Aviation and Missile Command's Acquisition Desk Guide contains local
implementing guidance. It describes the award fee evaluation concept,
contractual provisions for award fees, and responsibilities of monitors,
contracting officers, award fee evaluation boards, and Award Fee
Determining Officials.

Process

The flowchart at Annex D shows the award fee process, as described in
Aviation and Missile Command's guidance.

DISCUSSION

Our audit included the six cost-plus-award-fee contracts that Aviation
and Missile Command's Acquisition Center awarded in FY 98 and FY 99.
These contracts--four for engineering services and two for research and
development--were valued at about $821 million. (Annex E contains
additional details concerning the contracts.) As of 15 March 2000,
command had paid about $6.7 million in award fees. These awards
represented between 83 and 99 percent of available award fees.

During our audit, we identified best practices--practices that we consid-
ered beneficial in helping ensure effective use of award fees. In part, we
derived these best practices from guidance that we thought was particu-
larly beneficial. In addition to reviewing local and higher level mandatory
guidance, we reviewed guidance from the U.S. Air Force, National Aero-
nautics and Space Administration, and U.S. Army Space and Missile
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Defense Command. (Our audit didn't assess how well those organiza-
tions applied the guidance.)

For discussion in this report, we divided the award fee process into three
parts. We highlighted best practices and results of our review of the
command's cost-plus-award-fee contracts. We then address oversight of
the process. This section discusses these four areas:

Developing the award fee plan.
Evaluating performance.
Determining and paying award fees.

Managing the award fee process.

Developing the Award Fee Plan

Requiring activities needed to do a better job of developing award fee
plans. Prepared during the first part of the award fee process, the award
fee plan is critical because it provides government and contractor person-
nel with a common understanding of how the award fee process will
work. It also serves as the basis for evaluating contractor performance.

Elements of the plan that are especially important are:

Evaluation criteria that the government will use to assess the
contractor's performance.

- The award fee payment structure, which explains how much of the
available award fee the contractor can receive for various levels of

performance.

Evaluation Criteria

Identifying Criteria

Best Practice: The award fee plan should clearly identify criteria
for evaluation. The criteria should focus on the most important
aspects of the program or function.

Of the six contracts that we reviewed, two clearly identified criteria and
four needed to improve criteria.
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Two contracts did contain specific evaluation criteria that we thought
were (for the most part) good examples:

Contract DAAH01-99-C-0085 (Contract 0085 - Sentinel Services)
identified specific criteria for each adjectival rating. For example,
the criterion to receive an excellent rating for On-Time Task
Completion required the contractor to consistently exceed contract
schedule requirements by providing a high-quality product before
it was contractually required.

Contract DAAH01-98-C-0213 (Contract 0213 - Sentinel Research
and Development) quantified results that the contractor must
achieve for each adjectival rating associated with many criteria.
For example, the contractor would receive an "Excellent" rating if
the average unit production cost was $250,000 or a "Very Good"
rating if the cost was $267,000.

For four of the contracts, criteria needed improvement:

- The award fee plan for Contract DAAH01-99-C-0083 (Contract
0083 - Hellfire) identified generic criteria for each adjectival rating
(ranging from "Sub-Marginal” to "Excellent"), but many of the
criteria were vague. And some criteria that were specific had
limited applicability. For example, some criteria measured the
contractor's success in getting configuration control board actions
approved without revisions (for example, 85 percent success for a
"Good" rating). However, the criteria applied only to the 2 engi-
neering services memorandums that related to Configuration
Management--not to the other 12 engineering services
memorandums.

- The award fee plan for Contract DAAH01-98-C-0033 (Contract
0033 - Guided Multiple Launch Rocket System (GMLRS)) con-
tained two weighted criteria--Program Management (40 percent)
and Technical Performance and Affordability (60 percent). How-
ever, the criteria weren't clearly defined and they overlapped. Five
of six integrated process teams applied the criteria to evaluation
areas that encompassed most tasks in the performance work
statement. For example, the Contracts and Finance team applied
the criteria to these evaluation areas: Average Unit Procurement
Cost, Schedules, Vouchers, Deliverables, Cost Performance, and
Communication. The result was a complicated maze of evalua-
tions, and monitors didn't know what aspects of performance the
requiring activity was trying to emphasize for the award fee
process.
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- The award fee plan for DAAH01-98-C-0126 (Contract 0126 -
Javelin) didn't contain detailed evaluation criteria. At the contrac-
tor's request, the project office developed specific criteria-like
guidelines for one rating period.

- The award fee plan for DAAH01-99-C-0028 (Contract 0028 -
Patriot) identified three broad categories for evaluation: (i) Techni-
cal Performance (including Evaluation, Analysis, Testing, and
Solution of Problems), (ii) Reporting, and (iii) Resource Manage-
ment. However, it didn't identify specific criteria for evaluating
those categories of performance.

The quality of criteria for these contracts varied because personnel from
the requiring activities had differing ideas of what kind of criteria they
should develop. Personnel from one requiring activity thought they
should have broad criteria that they could use to evaluate all aspects of
the contractor's performance. Some personnel told us they didn't
develop specific criteria because award fee decisions were supposed to be
subjective, and their experienced performance evaluators didn't need
detailed criteria. Some didn't develop specific criteria because they didn't
think local guidance required it. Also, even though the DOD Supplement
to the Federal Acquisition Regulation contains a detailed example, some
requiring activities didn't use the guidance. (We include the example
from the DOD Supplement in Annex F.)

In our survey of best practices, we noted that guidance from the Air
Force, National Aeronautics and Space Administration, and Space and
Missile Defense Command emphasized these points:

- The award fee plan should convey which performance evaluation
areas are most critical to program success, and evaluation criteria
should address those areas.

- The existence of too many criteria dilutes emphasis.

If criteria are too broad, monitors may have difficulty providing
meaningful comments and evaluations.

Requiring activities need to clearly identify evaluation criteria so there
will be a defined basis for assessing performance. Otherwise, contractors
may not understand which aspects of performance the government
considers most important, and evaluators won't know which aspects of
contractor performance they should be assessing.
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Addressing Program Risks

Best Practice: Award fee criteria should address program risks
(elements critical to successful execution of the program or
function).

Requiring activity personnel needed to use program risk more effectively
as a primary basis for developing evaluation criteria.

Generally, risks in weapon system programs relate to cost, schedule, and
performance (technical achievement). The level of risk related to cost,
schedule, and performance depends on program circumstances and the
contractors involved. Cost risk is particularly significant on cost-type
contracts because the government must pay all allowable and allocable
costs that the contractor claims.

Although most of the contracts we reviewed included some criteria that
addressed elements of cost, schedule, and performance, personnel told
us they didn't think of the award fee process as a tool to manage specific
program risks. For one contract (Contract 0085 - Sentinel Services), cost
wasn't included as an evaluation criterion for the active portions of the
contract (logistics services and interim contractor support and fielding).

DOD's initiative to consider Cost as an Independent Variable recognizes
the interactive relationship among cost, schedule, and performance and
highlights the need to consider tradeoffs in schedule and performance to
control costs. By thoughtfully applying this initiative in developing
award fee evaluation criteria, government personnel can guide contrac-
tors in prioritizing their efforts related to cost, schedule, and
performance.

In our survey of best practices, we noted that guidance from the National
Aeronautics and Space Administration requires including criteria related
to cost and states that schedule and performance will generally be impor-
tant, also. In addition, Space and Missile Defense Command requires
cost control as an evaluation criterion for all award fee contracts. The
guidance points out that using only product or service performance
criteria (without cost criteria) increases the risk that contractors will
strive for performance achievements without regard for cost.

Requiring activity personnel need to consider program risks in developing
evaluation criteria, or they'll miss a valuable opportunity to motivate the
contractor to help mitigate significant government risks.

Best Practices for Using Award Fees, Aviation and Missile Command (AA 01-169) Page 18




Revising Criteria

Best Practice: Award fee criteria should be appropriate for
designated award fee periods. Revising criteria may be necessary
If existing criteria are inappropriate or if the government wants to
shift performance emphasis.

In our review, we found instances when award fee criteria weren't
appropriate for the established award fee periods for five of the six
contracts. (The sixth contract didn’t have criteria.) For example:

- The evaluation plan for Contract 0213 (Sentinel Research and
Development) contained a criterion related to achieving a specific
goal for "mean time to repair." However, the performance evaluator
couldn't measure the contractor's success in achieving the goal
until the product design was complete. (The contract didn't
designate a deadline for design completion.) Government
personnel should have deferred evaluation of the criterion or
formally substituted another criterion until the existing criterion
could be evaluated. Instead, the evaluator gave a rating of
“Excellent,” based on his prediction that the contractor would
succeed in achieving the goal. For three award periods, the
contractor received excellent ratings and a total award fee of about
$30,000 related to that criterion without actually achieving the
goal.

- The first award fee period for Contract 0083 (Hellfire) covered only
49 days. Evaluation criteria were inappropriate because they
addressed requirements that the contractor couldn't accomplish
during the short time period. Government personnel needed to
change the performance period or the criteria, but they didn't want
to revise the contract. The contractor received an excellent rating
and about $30,000 in award fee for the period.

Government personnel developed criteria-like guidelines for Con-
tract 0126 (Javelin) for the first award fee period, at the contrac-
tor's request. The guidelines contained task due dates that related
only to the first award fee period, so they weren't appropriate for
the next award fee period. However, project office personnel didn't
make revisions during the following period because they consid-
ered the guidelines to be informal standards--not criteria.

Having appropriate evaluation criteria is important because the criteria
indicate to the contractor--and the contract monitors--which aspects of
contractor performance are most significant during the evaluation period.
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Requiring activities need to revise criteria when they are inappropriate
for the period being measured or when they want to shift the contractor's
focus to other priorities.

The government has the latitude to change performance criteria. On

27 February 1999, the Under Secretary of Defense (Acquisition and
Technology) issued a memorandum to the Service Secretaries on using
award fees. The memorandum stated that, if rating factors are inappro-
priate, government personnel should consider changing the factors
through contract modifications.

In our survey of best practices, we noted that Air Force guidance allows
unilateral changes to the award fee plan if the contracting officer notifies
the contractor before the start of an evaluation period. The government
and the contractor must agree to changes affecting the current
evaluation period.

When criteria are inappropriate, the government can't use award fees to
motivate the contractor to achieve desired goals.

We discuss actions needed to make sure award fee criteria are appropri-
ate in Recommendations A-4 and A-9.

Award Fee Payment Structure

Best Practice: The award fee payment structure should motivate
contractors to excel. Payment structures shouldn't allow
contractors to receive award fees (above the base fee) for simply
meeting contract requirements.

For the contracts that we reviewed, award fee payment structures didn't
foster exceptional performance.

The payment structures that we reviewed associated specific numerical
performance scores (between 0 and 100) with adjectival ratings--
Excellent, Very Good, Good, Marginal, and Sub-Marginal--and specified
the percentage of the available award fee that contractors could earn for
each rating.

We found that contractors didn't have to excel to receive a large portion
of available award fees. For example:

- The payment structure for Contract 0213 (Sentinel Research and
Development) allowed up to 60 percent of the available award fee
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for a rating of 1 to 60 percent (defined as submarginal
performance).

- The payment structure for Contract 0085 (Sentinel Services)
allowed up to 50 percent of the available award fee for a rating of
1 to 50 percent (defined as marginal performance).

- The payment structure for Contract 0028 (Patriot) allowed up to
70 percent of the available award fee for a rating of 61 to 70
(defined as marginal performance). (During our audit, the program
office changed the payment structure to comply with Aviation and
Missile Command guidance, described below.)

Aviation and Missile Command guidance also allows contractors to
receive most of the available award fee without achieving a high level of
performance. According to the guidance, there is no award fee for a
numerical rating of 70 (described as "Marginal'--and defined as
"minimally acceptable" performance). However, contractors receive

71 percent of the available award fee for a score of 71. The guidance
describes performance at that level as "Good,"” with this definition:

" ... exceeds the minimally acceptable level. Some areas reflect a high
level of achievement; however, there are many areas where improvement
can be made."

The Office of the Assistant Secretary of the Army (Research, Development
and Acquisition) provided guidance on how to structure award fees in
Acquisition Letter 87-31, dated 26 August 1987. It stated:

A cost-plus-award-fee (CPAF) contract is a type of incentive
contract. Therefore . . . contracting officers must ensure
that the award portion of the fee is structured to incentivize
the contractor to perform at a level exceeding the minimum
acceptable level of the contract. In other words, the base
portion of the fee is a fixed fee, payable if the contractor
meets the requirements of the contract. The award portion
of the fee is payable (in whole or in part), only if the
contractor earns award-fee by improving performance to a
level above the minimum acceptable level under the contract.
Under no circumstances should the award portion of the fee
be "earned" by the contractor for merely providing only
minimum acceptable performance.

The Assistant Secretary reaffirmed the guidance in Acquisition Letter
90-008 issued 14 March 1990. However, personnel from the Office of the
Assistant Secretary told us that the guidance was no longer in effect.

(In our survey of best practices, we noted that Space and Missile Defense
Command provided similar guidance to its personnel.)
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If the Assistant Secretary's guidance had still been in effect--and
command personnel had followed it--they would have allowed 2 to
4 percent of the available award fee (the base portion of the fee) for
meeting the minimum acceptable level of performance.

We believe that the previous guidance supported the goal of using award
fees to encourage contractor excellence. The Assistant Secretary needed
to articulate its current policy on how to develop award fee payment
structures that will encourage contractor excellence. Also, requiring
activities needed to revise their award fee payment structures to require
contractors to earn high ratings to receive high award fees.

The National Aeronautics and Space Administration's guidance to its
personnel provided a best practice benchmark to achieve this goal: For
an excellent rating (and the highest potential award fee), contractors
must be under cost, on or ahead of schedule, and provide excellent
technical performance.

We discuss actions needed to develop award fee payment structures in
Recommendations A-1, A-4, and A-10.

Evaluating Performance

Government personnel needed to do a better job of evaluating contractor
performance.

During this part of the award fee process, performance evaluators evalu-
ate the contractor's performance and document their observations and
conclusions. Their conclusions are the basis for decisions on the award
fee amount that the government will give the contractor.

Appointing and Training Performance Evaluators

Best Practice: Performance evaluators should receive written
appointments and adequate training to perform their duties.

Performance evaluators didn't receive written appointments for any of the
contracts that we reviewed, and some evaluators didn't receive adequate
training.

Appointments. Higher level guidance and Aviation and Missile Com-
mand guidance don't mandate written appointments for performance
evaluators. But command guidance does state that the requiring
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element will designate performance evaluators by name or position and
provide the information to the contracting officer before contract award.
We found that contracting officers weren't informed and didn't follow up
on the designation of performance evaluators for four of the six
contracts.

Contracts 0085 (Sentinel Services) and 0213 (Sentinel Research
and Development) each had one performance evaluator, whom
requiring activities had identified to the contracting officer. (The
evaluators didn't have written appointments, though.)

For Contracts 0126 (Javelin), 0028 (Patriot), and 0083 (Hellfire),
contracting officers couldn't identify the numerous personnel who
evaluated contractor performance on specific engineering services
memorandums. (These personnel provided input to technical
monitors, who consolidated performance feedback and prepared
evaluation reports.) For example, requiring activity personnel told
us 32 personnel had oversight responsibilities on Contract 0126
(Javelin), but they considered only those personnel preparing
evaluation reports to be evaluators.

For Contract 0033 (GMLRS), five of six integrated process teams
were responsible for performance evaluations. The teams included
31 government personnel (including 6 from foreign governments)
and 64 contractor personnel. Team members also received input
from five support personnel that other contractors employed. The
contracting officer couldn't identify all of these personnel.

Contracting officers couldn't identify all of the personnel who made
observations, even though most could identify the technical monitors
who consolidated performance feedback and prepared evaluation reports.

Command personnel didn’t agree on which personnel should be
considered performance evaluators.

Some believed that performance evaluators were only those
personnel who were members of the award fee evaluation board.

Some thought performance evaluators were only those personnel
who consolidated performance feedback and actually wrote
evaluation reports--not those personnel who provided input for the
reports.

We consider performance evaluators to be personnel who observe or
monitor contractor performance in specific areas of responsibility and
provide evaluative input for award fee evaluation purposes. (We don't
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consider members of award fee evaluation boards to be performance
evaluators.)

We didn't find Army guidance requiring performance evaluator appoint-
ments to be in writing, but we do think it makes good business sense.
Using written appointments allows personnel overseeing the award fee
process to make sure only appropriate personnel are evaluating perform-
ance. It also makes sure those personnel are trained and are executing
their duties for all assigned areas of contractor performance. Using
written appointments that include responsibilities and limitations helps
ensure that personnel who evaluate contractor performance understand
their roles. Understanding limitations is important because improperly
directing the contractor's work can result in unintentional obligations of
government funds.

In our survey of best practices, we found that Space and Missile Defense
Command guidance tasks the award fee evaluation board to appoint
evaluators in writing. Air Force guidance also requires monitors to
receive tasks in writing so they understand exactly what is expected.

Training. We couldn't effectively assess the extent of training due to
lack of training documents. However, based on the information that we
could obtain and interviews with some of the evaluators--including our
review of evaluation documents--we concluded that evaluators needed
training.

Command personnel told us that some training did occur. For example:

- The contracting officers for Contracts 0033 (GMLRS) and 0083
(Hellfire) said they provided contract-specific training and award
fee evaluation instructions to the evaluators, but they couldn't
identify which evaluators received the training or instructions.

- The evaluator for Contract 0085 (Sentinel Services) told us he
received training on the basic aspects of the contract.

However, numerous personnel who monitored contractor performance for
Contracts 0028 (Patriot), 0126 (Javelin), and 0213 (Sentinel Research
and Development) hadn't received guidance on how to perform evalua-
tions or document results. Also, we couldn't confirm that evaluators had
been trained concerning limitations on their authority to direct the
contractor's work.

A command process action team reviewing cost-plus-award-fee contracts
identified the lack of training--other than on-the-job training--as a prob-
lem in 1991, but we couldn't identify any specific actions that command
had taken to correct the problem.
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In our survey of best practices, we found that Air Force guidance
recommends that training encompass topics such as:

- Award fee process.
- Award fee plan.
Roles and responsibilities.

Evaluation techniques (including information to be gathered
related to specific criteria, techniques to be used, and frequency of
observations).

Documentation requirements (to include documenting specific
examples of both superlatives and shortcomings).

We believe that performance evaluators--as well as other personnel
involved in the award fee process--should have this type of training.

Government downsizing and initiatives to outsource as many functions
as possible have altered the workload of many Army personnel. Instead
of executing programs, Army personnel are administering programs and
overseeing and evaluating contractors who execute programs. Because
of the absence of an effective training program, Aviation and Missile
Command wasn't in a position to effectively address contract administra-
tion requirements for the increasing number of contracts.

Based on the results of this audit and other audits, we believe this prob-
lem is systemic within the Army. The Army needs to develop a strategy
and plan to position itself to monitor contractor performance effectively.
The strategy should address such issues as responsibilities of requiring
activities and contracting offices in executing contract administration
functions and training for personnel involved in the process.

We discuss actions needed to make sure appropriate training takes place

in Recommendation A-5. We discuss actions needed to develop a con-
tract administration strategy for the Army in Recommendation A-2.

Evaluating and Documenting Performance

Best Practices: Performance evaluators should observe contractor
performance based on the criteria specified in the award fee plan
and document results, giving specific examples to support their
conclusions.
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Personnel needed to do a better job of evaluating contractor performance.

For the six contracts we reviewed, evaluation documentation was often
general, with few specific examples of good or bad performance. This
occurred, in part, because award fee plans didn't provide criteria that
were specific. And, even when specific criteria existed, the evaluators
sometimes didn't apply them.

Here are some examples of problems we found:

On Contract 0083 (Hellfire), one evaluator gave scores of 85 ("Very
Good") to 92 ("Excellent”). The evaluation report contained only
one or two sentences as justification for each rating factor. For
example, one evaluation criterion required comparison of perform-
ance against the statement of work. The evaluator gave a rating of
85, with the justification, "The performance per the SOW was very
good." Documentation for the subsequent award fee period
(prepared during our audit) was somewhat more detailed, but
improvements were still needed.

On Contract 0126 (Javelin), one evaluator rated the contractor for
the criterion titled "Non-Technical and Managerial Standards."
Requirements for a "Very Good" rating stated that the contractor
wouldn't exceed authorized hours and budgeted costs. The evalua-
tion report stated that the contractor overran planned hours and
cost by 9 percent. However, the evaluator gave a rating of 87
("Very Good"). The evaluator didn't explain if there were mitigating
factors that outweighed the cost and schedule overruns. The
evaluator also gave the contractor a score of 98 ("Excellent”) for the
criterion titled, "Quality, Completeness, Timeliness, and Accept-
ability of Work." Award fee standards for the rating period speci-
fied deliverable dates for individual tasks for a "Very Good" rating
and identified more stringent requirements for an "Excellent"
rating. The evaluation report named tasks that the contractor
performed, with a concluding statement that the work was
"complete, timely, acceptable and of the highest quality.” It didn't
address the more stringent criteria to support an "Excellent”
rating.

Aviation and Missile Command guidance did require performance evalu-
ators to prepare a narrative justification indicating strong and weak
points in performance for each assigned area. In our survey of best prac-
tices, we noted that Air Force guidance was more specific. It required
evaluators to prepare written evaluations with detailed examples sup-
porting the specific ratings that they gave. It also required evaluators to
identify areas where improvement was necessary or had occurred.
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Award fee evaluation boards need sufficient evidence to support award
fee decisions. When documents aren’t sufficient, the evaluators need to
find out why and correct the cause of the problem.

We discuss actions needed to help make sure performance evaluators
properly evaluate and document performance in Recommendation A-4.

Determining and Paying Award Fees

Aviation and Missile Command needed to improve several aspects of the
final part of the award fee process--determining and paying award fees.
Award fee payments were generally timely. However, we found problems
with:
Using contractor personnel in award fee decision making.
Documenting decisions.

Rolling over unearned award fees.

Making Timely Payments

Best Practice: The government should pay award fees timely to
incentivize contractors to strive for excellent performance or
improve deficient performance.

For the six contracts, government personnel generally made award fee
payments within prescribed timeframes or were late by only a few weeks.
This part of the process worked well because all of the award fee plans
contained specific guidance (including timeframes) for making timely
payments, and personnel usually followed the guidance.

As the Federal Acquisition Regulation notes, evaluating performance and
paying fees on a periodic basis make effective the incentive that the
award fee can create by inducing the contractor to improve poor
performance or continue good performance.
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Using Contractor Personnel in Award Fee Decision Making

Best Practice: Personnel participating in award fee decisions
should be independent of the contractor whose performance is
being evaluated.

Contractor personnel were used inappropriately in award fee decision-
making processes for Contract 0033 (GMLRS). Here's what we found:

- To assess the contractor's performance, the government used
integrated process teams, which included numerous personnel
employed by the contractor. Each team was supposed to evaluate
contractor performance and agree on a rating to submit to the
award fee evaluation board. Allowing contractor personnel to serve
as contract monitors was inappropriate because they lacked
independence to rate their employer objectively; in other words,
they had a conflict of interest. We reviewed rating results from one
team and found that government and contractor personnel
couldn't agree. For the six evaluation areas, contractor personnel
gave ratings of "Excellent,” with an overall rating of "Excellent,”
while government personnel gave ratings ranging from "Unsatis-
factory" to "Good," with an overall rating of "Satisfactory.” Docu-
ments stated that the team couldn't reach consensus "due to the
influence of Management on the Contractor's side."

- The award fee evaluation board included three contractor person-
nel. The board also was supposed to reach consensus but
couldn't. It submitted a government rating of 89 (representing the
top of the score range for "Very Good"--only 2 points from
"Excellent") and a contractor rating of 92 ("Excellent") to the board
chairperson. Including contractor personnel on the board was
inappropriate because they also had a conflict of interest.

We agree that involving contractors in integrated process teams can be
beneficial. However, they shouldn't be part of award fee decision making
related to their own performance. Instead, they should be allowed to
present a self-evaluation--either orally or in writing--to the award fee
evaluation board.

We discuss actions required to address use of contractor personnel in
award fee decision making in Recommendations A-4 and A-7.
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Documenting Decisions

Best Practice: Award fee evaluation boards and determining
officials should document their decisions, clearly explaining the
rationale for ratings and award fee amounts.

Award fee evaluation boards and Award Fee Determining Officials
sometimes didn't adequately document their decisions.

For example:

For Contract 0033 (GMLRS) (discussed in the preceding
paragraph), government and contractor members of the award fee
evaluation board recommended separate scores and award fee
amounts to the board chairperson. Government board members
recommended a score of 89 with an award fee of $2,110,377, and
contractor board members recommended a score of 92 with an
award fee of $2,206,304. They jointly prepared briefing charts
describing the contractor's performance and the two recommenda-
tions. However, the charts didn't address specific aspects of the
contractor's performance that led to their disparate ratings. The
board chairperson decided to recommend a score of 90 and an
award fee of $2,203,487. The Award Fee Determining Official
upheld the board chairperson's decision. There was no documen-
tation explaining the rationale for the recommendation of the board
chairperson or the decision of the Award Fee Determining Official.

Evaluation boards and Award Fee Determining Officials for
Contracts 0126 (Javelin), 0028 (Patriot), and 0083 (Hellfire) also
didn't prepare detailed documents explaining their recommenda-
tions and decisions.

Several project office personnel and members of award fee evaluation
boards thought that maintaining monitors' evaluations was sufficient.
However, award fee evaluation boards may consider information other
than the monitors' reports in making their recommendations. Likewise,
Award Fee Determining Officials may consider information other than the
monitors' reports and the boards' recommendations. Because their
actions provide the basis for contractual payments, evaluation boards
and determining officials need to document the rationale for their
decisions--not just the recommended and final award fee amounts.
(The DOD Supplement to the Federal Acquisition Regulation requires
documenting the basis for determinations.)
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It's especially important to thoroughly document decisions that deviate
from the contract monitors' recommendations. According to the Army
Supplement to the Federal Acquisition Regulation, an Award Fee Deter-
mining Official may deviate from an evaluation board's recommended
award fee but must document the decision in sufficient detail to show
that the integrity of the award fee determination process has been
maintained.

Contracting officers should keep all records of award fee evaluations,
recommendations, and decisions as part of the contract files in case
there are disputes or litigation related to award fees.

We discuss actions required to help make sure award fee decisions are
sufficiently documented in Recommendation A-4.

Rolling Over Unearned Award Fees

Best Practice: In most circumstances, unearned award fees
shouldn't be rolled over into subsequent award fee periods.

For five of the six contracts, government personnel appropriately
restricted use of award fee funds to the award fee periods for which the
funds were designated. However, we found one instance when govern-
ment personnel inappropriately rolled over unearned award fees into a
later award fee period.

On Contract 0033 (GMLRS), the contractor didn't earn $244,832 during
the first award fee period. The government rolled over this amount into
the final award fee period. The award fee plan allowed up to 15 percent
of each performance period's unearned award fees to be rolled over into
the final period. If the government continued this practice and rolled
over the maximum amount (15 percent) of the available award fee for the
remaining two periods, the contractor would have a second chance to
earn about $1.2 million. Also, the available award fee pool for the last
period would increase from about $4.2 million to about $5.4 million.
The chairperson of the award fee evaluation board explained that the
procedure would incentivize the contractor to overcome problems that
occurred over the course of the contract and add extra incentive to
produce an exceptional final product. The chairperson said that this
aspect of the contract was negotiated with the contractor.

We agree with the Aviation and Missile Command guidance, which
doesn't permit contractors to have a second chance to receive unearned
portions of award fee pools from previous periods. There may be rare
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instances when it's appropriate to roll over unearned award fees.
However, rolling over award fees as a routine practice diminishes the
significance of goals that the government establishes for earlier award fee
periods. If government personnel want to emphasize the significance of
the final product, they can do so when they establish the award fee plan
by assigning a higher percentage of the total available award fee pool to
the final period of performance.

We discuss actions needed to address rollover of unearned award fees in
Recommendation A-8.

Managing the Award Fee Process

Many of the concerns that we've discussed occurred because Aviation
and Missile Command didn't place sufficient emphasis on managing
critical aspects of the award fee process. Oversight responsibility wasn't
clearly assigned for making sure all parts of the award fee process
worked effectively:

Requiring activities were responsible for developing award fee
plans, including evaluation criteria. However, responsibility wasn't
assigned to make sure:

- Existing evaluation criteria were providing a sound basis for
award fee decisions,

or

- Criteria were revised when they were inappropriate or when
other aspects of contractor performance needed more
emphasis.

Responsibility wasn't specifically assigned for making sure that
performance evaluators received appropriate training and that they
effectively evaluated and documented contractor performance.

Responsibility wasn't specifically assigned for making sure award
fee decisions were properly supported and documented.

We believe the award fee evaluation board is in the best position to
oversee most aspects of the award fee process. If the board generally
doesn't base its decisions on the evaluators' reports, it knows that
problems exist in the award fee process. For example, as the board
deliberates, it should know if evaluation criteria don't address the most
critical elements of contractor performance. It should also know if
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evaluations have been poorly conducted or evaluators' documentation is
insufficient.

In our review of best practices, we found that Space and Missile Defense
Command assigned numerous process oversight responsibilities to the
award fee evaluation board. For example, the board--or its chairperson--
was responsible for appointing performance evaluators and:

Providing them with all necessary reference documents and
briefing them to make sure they understand their responsibilities.

- Approving their evaluation methodology.
Monitoring the quality and timeliness of their evaluations.

Providing feedback to their rating chain in instances of
substandard performance.

Aviation and Missile Command needed this type of process oversight.
This--along with revising its guidance to incorporate the best practices
described in this report--should help command accomplish its objectives
in using award fee contracts.

Armywide dissemination of the guidance would help in managing award
fee contracts on an even broader scale.

We discuss actions needed to manage the award fee process in Recom-
mendation A-5. We discuss actions needed to incorporate best practices
into command guidance and disseminate it throughout the Army in
Recommendations A-3, A-4, and A-6.

RECOMMENDATIONS AND COMMENTS

This section contains specific recommendations and a summary of
command comments for each recommendation. Verbatim command
comments are in Annex H.

For the Assistant Secretary of the Army
(Acquisition, Logistics and Technology)

A-1 Recommendation: Issue policy guidance on how to develop
award fee payment structures that will encourage contractor
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A-2

excellence. Clearly explain that contractors shouldn't receive
award fees (above the base fee) for simply meeting contract
requirements, and they shouldn't receive most of the available
award fee without achieving a high level of performance.

Command Comments: The Office of the Assistant Secretary
agreed and stated it would add procedures to the next update of
the Army Supplement to the Federal Acquisition Regulation. It
expected to complete the update by the end of FY 01. The Office
also said it would recommend that the Director of Acquisition
Policy of the Office of the Deputy Assistant Secretary for Plans,
Programs and Policy include guidance in the suitable Army
regulation, as appropriate.

Recommendation: Develop a strategy and implement a plan to
position the Army to monitor contractor performance effectively.
Make sure the strategy addresses issues such as responsibilities of
requiring activities and contracting offices in executing contract
administration functions and training for personnel involved in the
process.

Command Comments: The Office of the Assistant Secretary
agreed. It said it had taken and planned to take several actions to
improve the Army’s posture for monitoring contractor performance.
It said it had trained about 2,000 personnel on evaluating contrac-
tor performance using the Army’s Past Performance Information
Management System (PPIMS). It planned to contact the Director of
Acquisition Policy, Office of the Deputy Assistant Secretary for
Plans, Programs and Policy by 30 June 2001 to recommend
including necessary language in the appropriate Army regulations
to implement DOD requirements for using the system to assess
contractor performance.

The Office said it recognizes that contract administration isn’t
solely the function of the acquisition community. It said it was
working with the Chief of the Program Evaluation Office, Office of
the Director of Assessment and Evaluation to make sure the
program management community receives necessary training on
monitoring and evaluating contractor performance.

The Office pointed out that the Under Secretary of Defense for
Acquisition, Technology and Logistics [formerly the Under Secre-
tary of Defense for Acquisition and Technology] had established a
task force to address reshaping the civilian acquisition workforce
to meet future needs. One of the task force’s initiatives calls for
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A-4

assessing future mission requirements and identifying the skills
and education required to address those mission requirements.
The Office said it will address our concerns about executing
contract administration functions and training personnel as it
implements the task force’s recommendations.

Agency Evaluation of Command Comments from the Office of
the Assistant Secretary: During discussions on our recommen-
dations, personnel from the Office of the Assistant Secretary
suggested we discuss our audit concerns with representatives of
the DOD task force. We met with task force representatives on
20 December 2000 and provided a copy of our draft report. They
agreed that our concerns related to task force efforts and sug-
gested that we pursue our concerns through several specific
channels. We plan to pursue the issues as a part of our ongoing
audit of administration of service contracts.

Recommendation: Task the Deputy Assistant Secretary of the
Army (Procurement) to review the guidance that Aviation and
Missile Command developed in response to Recommendations A-4
and A-5 and disseminate it to Army contracting officers.

Command Comments: The Office of the Assistant Secretary
agreed and said it would review the guidance and distribute it to
the program management community, if appropriate.

For the Commander,
U.S. Army Aviation and Missile Command

Recommendation: Revise Aviation and Missile Command's
Acquisition Desk Guide to incorporate best practices discussed in
this report. Specifically:

Provide detailed guidance on developing award fee criteria.
Incorporate (by reference) specific guidance in the DOD
Supplement to the Federal Acquisition Regulation. Include
guidance on addressing program risks and making sure
criteria are appropriate for each designated award fee period.
Include provisions for revising existing criteria if they are
inappropriate or if the government wants to shift perform-
ance emphasis.
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Delete the award fee payment structure (performance chart)
from Aviation and Missile Command's Acquisition Desk
Guide. Implement forthcoming guidance on award fee
payment structures from the Office of the Assistant Secre-
tary of the Army (Acquisition, Logistics and Technology), as
we discussed in Recommendation A-1. Include general
instructions on how to develop award fee payment structures
to encourage excellent contractor performance.

Include additional detail on how performance evaluators
should apply designated criteria to evaluate performance and
the extent of documentation required.

Require personnel participating in award fee decisions to be
independent of the contractor whose performance is being
evaluated.

Require award fee evaluation boards and Award Fee Deter-
mining Officials to document their decisions, including the

rationale for ratings and award fee amounts. Require con-

tracting officers to maintain a copy of the documentation in
the contract files.

Command Comments: Aviation and Missile Command agreed
with our recommendation. It stated it would revise its Acquisition
Desk Guide upon receipt of revised guidance from the Assistant
Secretary of the Army (Acquisition, Logistics and Technology). It
also said it would give particular consideration to the best prac-
tices discussed in the report, as well as the recommendation to
expand the role of award fee evaluation boards.

A-5 Recommendation: Expand the role of award fee evaluation
boards in managing the award fee process. Require the boards to:

- Appoint performance evaluators in writing, outlining
responsibilities and limitations.

Provide training to all personnel involved in the award fee
process. Include training on the award fee process, the
award fee plan, roles and responsibilities, evaluation
techniques, and documentation requirements. Make sure
training records are maintained with the contract files.
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A-6

Monitor sufficiency of the performance evaluators'
evaluations and documentation and take action to correct
any problems.

Coordinate with requiring activities before the beginning of
each award fee period to make sure evaluation criteria are
appropriate for the next designated award fee period,
considering critical tasks, program risks, and desired
emphasis.

Incorporate the requirement into Aviation and Missile Command's
Acquisition Desk Guide and implement the requirement on all
current and future contracts.

Command Comments: Aviation and Missile Command agreed
with the recommendation. After command had provided formal
comments, command representatives said implementing guidance
would be incorporated in command’s Acquisition Desk Guide when
it's revised.

Recommendation: Provide a copy of Aviation and Missile Com-
mand's guidance pertaining to award fees--revised to incorporate
the changes described in Recommendations A-4 and A-5--to the
Deputy Assistant Secretary of the Army (Procurement).

Command Comments: Aviation and Missile Command didn’t
agree initially. However, after command had provided formal
comments, command representatives said the Office of the
Assistant Secretary could access its revised guidance on Aviation
and Missile Command’s Web site.

Agency Evaluation of Command Comments from Aviation and
Missile Command: We agree that the Office of the Assistant
Secretary can access the information easily from the Web site. On
that basis, we withdraw the recommendation.

Recommendation: Require the award fee evaluation board for
Contract 0033 (GMLRS) to stop allowing personnel employed by
the contractor whose performance is being evaluated to participate
in award fee decisions.

Command Comments: Aviation and Missile Command didn’t
agree with the recommendation. Command stated that its award
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fee process for Contract 0033 (GMLRS) was a natural extension of
the integrated process team process. It stated that the final
recommendation on earned award fee and the determination of
earned award fee by the Award Fee Determining Official have been,
and still are, made by government personnel. Command also
stated that it had taken action to remove the perception of contrac-
tor influence on the award fee process. It said it issued:

A contract modification removing the contractor members of
each integrated process team from the performance monitor
function.

Implementing instructions to the award fee plan to limit the
contractor’s participation at the award fee evaluation board
level to providing performance-related information,
summarizing performance-related information from the
integrated process teams, receiving performance feedback,
and formally presenting a self-evaluation from the
government.

Agency Evaluation of Command Comments from Aviation and
Missile Command: We don’'t agree that the award fee process for
Contract 0033 (GMLRYS) is a natural extension of the integrated
process team concept—it's an overextension of the concept.

As we describe in this report, documents that we reviewed clearly
showed the heavy influence of contractor personnel on the award
fee decision-making process. We agree that there are benefits in
establishing collaborative working relationships with contractors to
strive toward mutual goals. However, command personnel must
realize that government and contractor goals aren’t perfectly
aligned. As the Program Executive Officer for Tactical Missiles
pointed out in responding to Recommendation A-9, corporations
are particularly focused on maximizing shareholder wealth, and
they often establish corporate goals for earned award fee. With
such internal corporate pressures, contractor representatives
clearly aren’t in a position to rate their employer objectively.

On 30 August 2000, we met with command personnel to discuss
command’s reply to our draft report. We reviewed actions that
command said it had taken to remove the perception of contractor
influence on the award fee process. We compared the then-current
version of the award fee plan (dated 5 April 2000) with briefing
charts describing the award fee process change. We found that the
changes discussed in command'’s reply hadn’t been officially made:
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The contract modification hadn’t been executed to remove
the contractor members of each integrated process team
from the performance monitor function.

The current approved award fee plan didn't reflect the
process changes that the briefing charts described.
(According to the charts, contractor personnel on integrated
process teams would no longer participate in preparing
performance monitors’ reports rating the contractor’s
performance. Also, contractor personnel would remain on
the award fee evaluation board, though not as voting
members.)

We believe that executing these changes would be a step in the
right direction. The Federal Acquisition Regulation (Subpart 7.5)
provides a list of functions that are considered inherently govern-
mental or which shall be treated as such. Participation as a voting
member on performance evaluation boards is included on the list.
We believe that the inclusion of contractor personnel on an award
fee evaluation board--even as nonvoting members--gives the per-
ception of undue contractor influence on inherently governmental
decisions.

After we received the official command reply, the contracting office
advised us that the contractor hadn’t completed the work required
during the second award fee period and no further award fees
would be granted. Tentative plans are to change to a cost-plus-
incentive-fee type of contract.

Recommendation: Require the award fee evaluation board for
Contract 0033 (GMLRS) to discontinue its practice of rolling over
unearned award fees into subsequent periods.

Command Comments: Aviation and Missile Command didn’t
agree with the recommendation. It stated that rollover isn’t a rou-
tine practice and there are rare instances when it's appropriate--
such as for Contract 0033 (GMLRS). Command said rollover would
incentivize the contractor to overcome problems that occurred over
the course of the contract and add extra incentive to produce an
exceptional final product. In this instance, the Principal Assistant
Responsible for Contracting authorized a deviation to the Acquisi-
tion Desk Guide by approving the award fee plan with its rollover
provision.
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Agency Evaluation of Command Comments from Aviation and
Missile Command: We agree with command’s Acquisition Desk
Guide, which states that contractors will not have a second chance
to earn any award fee not earned during an established perform-
ance period. We also agree that there may be rare circumstances
when rollover might be appropriate. However, we believe command
hasn’t presented a compelling argument that there are special
circumstances warranting rollover of award fees for Contract 0033
(GMLRS).

Rolling award fees over to the final award fee period conveys the
message that the government’s objectives for each award fee period
aren’t really important or that the government doesn’t really expect
the contractor to achieve them.

If the final product is considered significantly more important than
the interim objectives, then the government can assign a higher
percentage of the total available award fee pool to the final period
of performance. (For this contract, the award fee plan designated
33 percent of the potential fee to the final period of performance.)

There’s much greater incentive for the contractor to accomplish
objectives for each award fee period if it has only one opportunity
to earn each period’s award fee.

After we received the official command reply, the contracting office
advised us that the contractor hadn’t completed the work required
during the second award fee period and no further award fees
would be granted. Tentative plans are to change to a cost-plus-
incentive-fee type of contract.

For the Deputy for Systems Acquisition,
U.S. Army Aviation and Missile Command,

For the Program Executive Officer, Tactical Missiles,
and
For the Program Executive Officer, Air and Missile Defense
A-9 Recommendation: Implement effective award fee evaluation

criteria for the contracts included in this audit. Develop criteria or
revise existing criteria to make sure they:
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Focus on the most important aspects of the program or
function.

- Address program risks.
- Are as specific as possible.

Review criteria with the award fee evaluation board before each
award fee period to make sure the criteria are appropriate for the
designated award fee period, considering critical tasks, program
risks, and desired emphasis. Revise the criteria, if necessary.

Command Comments: [The Office of the Deputy for Systems
Acquisition, Aviation and Missile Command included its comments
to the recommendation with the comments from Aviation and
Missile Command.] The Office of the Deputy for Systems Acquisi-
tion agreed with the intent of the recommendation. It agreed to
review award fee criteria with the Award Fee Evaluation Board
before each award fee period to make sure criteria are appropriate.
However, it didn’t agree that cost should be an evaluation criterion
for Contract 0085 (Sentinel Services) because cost risk was very
low.

Agency Evaluation of Command Comments from the Office of
the Deputy for Systems Acquisition: On a cost-type contract,
the risk of cost escalation is always high because the government
agrees to pay all allowable and allocable costs. As we noted in our
survey of best practices, the National Aeronautics and Space
Administration and the Space and Missile Defense Command
require including evaluation criteria related to cost for all award fee
contracts. Using product or service performance criteria without
cost criteria increases the risk that contractors will strive for
performance achievements without regard for cost.

Command Comments: The Office of the Program Executive
Officer, Tactical Missiles submitted separate responses for its three
project offices included in the audit:

The Project Office for the Multiple Launch Rocket
System didn’t agree with the recommendation related to
Contract 0033 (GMLRS). The Office stated that:

Adding too much specificity to award fee evaluation
criteria would limit the government’s flexibility to
emphasize the broad range of task performance for a
development contract.
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Basing award fee periods on program milestones (such
as Preliminary Design Review) allowed for award fee
evaluations based on a larger body of objective
information. The depth and breadth of evaluation data
allowed the evaluation board to assess performance
across the entire program and apply appropriate
judgment to emphasize key performance issues.

Using a sole-source cost-plus-award-fee contract, the
government had to painfully negotiate award fee terms.
Corporations are focused on maximizing profits, and it
is extremely difficult to negotiate award fee criteria
that are specific and focused on only awarding fee for
performance that is clearly beyond the minimum
contract requirements.

Using the existing award fee plan has proven very
successful, to date.

Agency Evaluation of Command Comments from the
Office of the Program Executive Officer, Tactical
Missiles: We don’t agree with the Project Office’s rationale
that its existing award fee criteria for Contract 0033
(GMLRS) are fully effective. The Office’s current method of
evaluation involves assessing virtually every aspect of work
accomplishment. By emphasizing “the broad range of task
performance,” the Office emphasizes nothing.

Implementing the best practice that we recommend would
focus the contractor’s attention on the most critical aspects
of performance--those elements of performance that pose the
greatest risk to the government. By identifying those critical
aspects of performance to the contractor--and basing the
contractor’s award on those critical aspects--the government
can use the award fee as a risk management tool as well as
an incentive.

Having the evaluation board assess performance across the
entire program after the award fee period is complete--and
then decide which aspects of performance are key--doesn’t
appear to optimize the partnering approach that the Program
Office said it seeks to achieve. We believe the best practice
that we recommend is more straightforward: the government
clearly identifies its priorities and incentivizes the contractor
to work toward those goals by basing award fee criteria on
those priorities. The contractor shouldn’t have to figure out
what was important to the government after the fact.
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The Program Office’s job is to represent the government’s
interest. The government doesn’t have to negotiate award fee
payment structures or criteria. The only reason for the
government to use an award fee contract is to incentivize
excellent performance. Award fee contracts are expensive to
administer. There’s no point in incurring those administra-
tive costs if the government negotiates award fee arrange-
ments that reward mediocrity and it doesn’t derive the
potential benefit of the contract type--excellent performance.

After we received the official command reply, the contracting
office advised us that the contractor hadn’t completed the
work required during the second award fee period and no
further award fees would be granted. Tentative plans are to
change to a cost-plus-incentive-fee type of contract.

The Project Office for Aviation, Rockets and Missiles
(formerly the Project Office for Air-to-Ground Missile
Systems) agreed, saying it would review the award fee plan
for Contract 0083 (Hellfire) and revise it as required before
each option is exercised.

The Project Office for the Javelin initially didn’'t agree with
the recommendation as it related to Contract 0126 (Javelin).
However, in subsequent communications, it agreed with the

intent of the recommendation.

The Project Office stated that, since engineering services
memorandums have different requirements, it is impractical
to develop an award fee plan that addresses specific require-
ments for all services memorandums. However, within each
engineering services memorandum, the Project Office will
elaborate on specific criteria from the award fee evaluation
plan to be used for evaluation. (For example, for the criteria
pertaining to Technical Performance of Work, it would
describe what constitutes completeness.) If sufficient criteria
for evaluation of an engineering services memorandum aren’t
in the award fee plan, the government will notify the contrac-
tor of a change to the plan and modify the contract before
issuing the services memorandum.

The Office also agreed to review criteria with the award fee
evaluation board before each award fee period to make sure
criteria are appropriate for the designated award fee period,
considering critical tasks, program risks, and desired
emphasis.
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A-10

Command Comments: The Office of the Program Executive
Officer, Air and Missile Defense agreed with the intent of the
recommendation as it related to Contract 0028 (Patriot). The Office
believed that the award fee criteria were appropriate; however, it
agreed to further define the areas that each criterion encompasses.
It also agreed to coordinate with evaluators and evaluation board
members before each award fee period to make sure criteria are
appropriate.

Recommendation: Revise award fee payment structures to
encourage excellent contractor performance for award fee
contracts. Implement forthcoming guidance on award fee payment
structures from the Office of the Assistant Secretary of the Army
(Acquisition, Logistics and Technology) and Aviation and Missile
Command, as we discussed in Recommendations A-1 and A-4.

Command Comments: [The Office of the Deputy for Systems
Acquisition, Aviation and Missile Command included its comments
to this recommendation with the comments from Aviation and
Missile Command.] The Office of the Deputy for Systems Acquisi-
tion agreed with the recommendation, as it related to Sentinel
Contracts 0213 and 0085. The Office stated that it would revise
award fee payment structures for the Sentinel contracts included
in the audit by 1 September 2000. The Office stated it would
implement forthcoming guidance on payment structures upon
receipt.

[Auditor’'s Note: On 7 December 2000, the Project Manager for the
Sentinel contracts provided contract modifications reflecting
revision of the award fee payment structures for the two contracts.]

Command Comments: The Program Executive Officer, Tactical
Missiles submitted separate responses for its three project offices
included in the audit:

The Project Office for the Multiple Launch Rocket
System agreed to implement forthcoming guidance on all
future award fee contracts and to consider renegotiating
existing contracts based on the guidance. However, it didn’t
believe revising the payment structure for Contract 0033
(GLMRS) was in the best interest of the government (as it
discussed in responding to Recommendation A-9).

Agency Evaluation of Command Comments from the
Office of the Program Executive Officer, Tactical
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Missiles: Command’s response, as it relates to future award
fee contracts, meets the intent of our recommendation.
However, we don’t agree that the approved award fee plan for
Contract 0033 (GLMRS) encourages contractor excellence.
Under the plan’s payment structure, the contractor would
receive 50 percent of the award fee for slightly better than
satisfactory performance.

After we received the official command reply, the contracting
office advised us that the contractor hadn’t completed the
work required during the second award fee period and no
further award fees would be granted. Tentative plans are to
change to a cost-plus-incentive-fee type of contract.

The Project Office for Aviation, Rockets and Missiles
(formerly the Project Office for Air-to-Ground Missile
Systems) agreed with the intent of the recommendation. It
stated that, although it believed the current payment struc-
ture for Contract 0083 (Hellfire) encouraged excellent per-
formance, it would implement forthcoming guidance on all
future award fee contracts. However, it stated that revising
the existing payment structure on the contract included in
the audit wouldn’t be prudent because there was little time
left on the period of performance.

Agency Evaluation of Command Comments from the
Office of the Program Executive Officer, Tactical
Missiles: Command’s response meets the intent of our
recommendation.

The Project Office for the Javelin agreed with the intent of
the recommendation. It agreed to implement forthcoming
procedures for award fee payment structures, to be included
in the next revision to the Army Supplement to the Federal
Acquisition Regulation, on all future award fee contracts.

Agency Evaluation of Command Comments from the
Office of the Program Executive Officer, Tactical
Missiles: Command’s response meets the intent of our
recommendation.

Command Comments: The Program Executive Officer, Air and
Missile Defense agreed with the recommendation as it related to
Contract 0028 (Patriot), stating it would implement forthcoming
guidance on award fee payment structures.
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B - MANAGEMENT CONTROLS

OBJECTIVE

Did the Army regulation that prescribes policies for using award fees
identify key management controls?

CONCLUSION

No. The Army Supplement to the Federal Acquisition Regulation
included a management control checklist (Appendix DD). However, the
checklist didn’t identify key controls to help make sure the award fee
process was effective. As a result, there was little assurance that com-
mand would effectively use award fees to manage risk and encourage
excellence in contractor performance.

Our detailed discussion of this condition starts on page 46. Our
recommendation starts on page 48.

BACKGROUND

Management controls are the procedures, techniques, and devices that
managers employ to make sure that what should occur in their daily
operations does occur on a continuing basis. AR 11-2 (Management
Control) requires Headquarters, DA functional proponents to develop and
maintain policies and regulations that include effective management
controls for their areas of functional responsibility.

AR 11-2 defines key management controls as those controls that are
absolutely essential to ensure critical processes operate as intended.
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DISCUSSION

In this section, we discuss one area:

Evaluation Checklist

The Army Supplement to the Federal Acquisition Regulation included a
management control checklist (Appendix DD). However, the checklist
didn’t identify key controls to help make sure the award fee process was
effective.

The Office of the Assistant Secretary of the Army (Acquisition, Logistics
and Technology) is the Headquarters, DA functional proponent for
contracting operations. In February 2000, it revised the management
control evaluation checklist for contract office management and included
it as Appendix DD to the Army Supplement to the Federal Acquisition
Regulation.

Even though the checklist included several test questions that related to
contract administration in general, it didn't specifically address the
award fee process. These were the questions:

Are gualified individuals selected as contracting officer
representatives?

Do contracting officer representatives’ written designations clearly
indicate their authority and limitations?

Are inspectors, functional managers, and others routinely involved
in performing contract administration functions, advised of their
duties and responsibilities in contract administration?

Is contractor performance of service or commercial activity con-
tracts monitored according to established surveillance plans?

Are formal measurable (for example, in terms of quality, timeliness,
and quantity) performance standards and surveillance plans devel-
oped to monitor the services to be performed?

During our audit, we found weaknesses in the award fee process,
specifically in:

Developing award fee plans, to include identifying evaluation
criteria, addressing program risks, and making sure criteria were
appropriate for designated award fee periods.
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Evaluating contractor performance, to include appointing and
training performance evaluators and assessing and documenting
contractor performance.

Determining and paying award fees, to include using contractor
personnel in award fee decision making, documenting the rationale
for decisions by award fee evaluation boards and Award Fee
Determining Officials, and rolling over unearned award fees into
subsequent periods.

We discuss details concerning these weaknesses in Objective A.

Checklist users wouldn't have identified these weaknesses by applying
the evaluation checklist because the:

Existing checklist didn't include questions related to the
weaknesses,

or
Checklist questions that were included weren't sufficiently specific.

As a result, there was little assurance that command would effectively
use award fees to manage risk and encourage excellence in contractor
performance.

During the past 2 years, DOD and DA leaders have expressed concern
over whether award fees were being used effectively to encourage con-
tractor excellence.

On 27 February 1999, the Under Secretary of Defense (Acquisition
and Technology) issued a memorandum to the Service Secretaries,
expressing concern that government personnel were granting high
award fees that weren't commensurate with actual contractor per-
formance. Program managers said such inconsistencies resulted,
in part, because evaluation factors didn't include appropriate
elements or rating periods were too long to focus the contractor's
attention on emerging problems. (Annex G includes the
memorandum.)

On 12 October 1999, the Deputy Assistant Secretary of the Army
(Procurement) issued a list of primary areas of interest that Army
procurement offices should emphasize during FY 00. It included
using award fees properly to provide motivation for excellence in
contractor performance.

On 9 November 1999, the Deputy Assistant Secretary of the Army
(Procurement) issued a memorandum to the Army contracting and
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acquisition communities, reiterating many of the same concerns
that the Under Secretary of Defense (Acquisition and Technology)
cited in the 27 February 1999 memorandum. (Annex G includes
the memorandum.)

Our audit confirmed problems that these DOD and Army leaders were
concerned about. Therefore, the Office of the Assistant Secretary of the
Army (Acquisition, Logistics and Technology) should include key
management controls over the award fee process in the Armywide
checklist.

We discuss actions needed to make sure key management controls over

the award fee process are included in the evaluation checklist in
Recommendation B-1.

RECOMMENDATION AND COMMENTS

This section contains our specific recommendation and a summary of
command comments for the recommendation. Annex H contains
verbatim command comments.

For the Assistant Secretary of the Army
(Acquisition, Logistics and Technology)

B-1 Recommendation: Revise the Management Control Evaluation
Checklist in the Army Supplement to the Federal Acquisition
Regulation or incorporate key management controls over the award
fee process in appropriate Army guidance. As a minimum, include
questions to make sure:

Requiring activities identify specific award fee evaluation
criteria for assessing contractor performance. Make sure
the criteria address program risk and are appropriate for
designated award fee periods. Revise the criteria when
necessary.

The award fee payment structure encourages excellence by
rewarding only contractor performance that exceeds
contract requirements.

Performance evaluators receive written appointments that
outline responsibilities and limitations, and they are
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sufficiently trained in how to evaluate and document
contractor performance.

Award fee evaluation boards and Award Fee Determining
Officials document the rationale for their decisions.

Command Comments: The Office of the Assistant Secretary
agreed, stating it would incorporate the controls outlined in the
recommendation in appropriate guidance by the end of FY O1.
This guidance may include the updated Army Supplement to the
Federal Acquisition Regulation, the source selection manual, or
other appropriate guidance.
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ANNEXES
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ANNEX A

AUDIT SCOPE AND METHODOLOGY

We performed the audit:
From October 1999 through May 2000.
- At the activities shown in Annex B.

- According to generally accepted government auditing standards
and included the tests of management controls that we considered
necessary under the circumstances.

The audit covered transactions representing operations current at the
time of the audit. We concentrated on six cost-plus-award-fee contracts
that U.S. Army Aviation and Missile Command's Acquisition Center
awarded during FY 98 and FY 99.

To determine if Aviation and Missile Command and the Offices of the

Program Executive Officer for Tactical Missiles and Program Executive
Officer for Air and Missile Defense effectively used award fees to help

manage risk and encourage excellence in contractor performance, we

reviewed:

- Applicable guidance on cost-plus-award-fee contracts in the DOD
and Army Supplements to the Federal Acquisition Regulation and
Aviation and Missile Command’s Acquisition Desk Guide.

Contract documents and clauses applicable to award fees.

Documents (when available) related to appointing and training
performance evaluators.

- Award fee documents, including award fee plans, evaluation crite-
ria, performance evaluations, and records related to decisions of
award fee evaluation boards and Award Fee Determining Officials.

- Award fee guidance from the U.S. Air Force, National Aeronautics
and Space Administration, and U.S. Army Space and Missile
Defense Command.

We also discussed award fee processes with responsible Acquisition
Center representatives, contracting officers and specialists, contract
administration personnel (including performance evaluators), project
management personnel, award fee evaluation board chairperson and
members, Award Fee Determining Officials, and subject matter experts at
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ANNEX A

the Office of the Assistant Secretary of the Army (Acquisition, Logistics
and Technology).

To determine if the Army regulation that governs the award fee process
adequately identified key management controls, we:

Identified key management controls that were essential for manag-
ing the award fee process.

Reviewed the management control checklist developed by the DA
functional proponent to determine if the checklist adequately
addressed management controls related to the award fee process.
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ANNEX B

ACTIVITIES INCLUDED IN THE AUDIT

Headquarters, Department of the Army, Office of the:

Assistant Secretary of the Army (Acquisition, Logistics and Technology)

Program Executive Officer, Tactical Missiles
Project Manager, Air-to-Ground Missile Systems *
Project Manager, Javelin
Project Manager, Multiple Launch Rocket System

Program Executive Officer, Air and Missile Defense
Project Manager, Patriot *

U.S. Army Materiel Command:

Headquarters, U.S. Army Aviation and Missile Command
Deputy for Systems Acquisition
Project Manager, Short Range Air Defense
Acquisition Center

*The Project Manager, Air-to-Ground Missile Systems is now the
Project Office for Aviation, Rockets and Missiles. The Project Manager,
Patriot is now the Lower Tier Project Office.
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ANNEX C

SUMMARY OF PROBLEMS AND OPPORTUNITIES TO
EMPLOY BEST PRACTICES

Tentifying | Ad g | Revising | Award Appointing | Training Moniioring Using Documenting | Timely Rolling
Award Program Criteria | Fee Evaluators | Evaluators | and Contractor | Decisions Award Over
Criteria Risk Payment Documenting | Personnel Payments Award Fees
Struciure Performance

Javelin X X X X X X X X

DAAHO01-98-C0126

Sentinel X X X X X === -

DAAHO01-98-C0213

Guided Multiple X X X X X X X X X X

Launch Rocket

System

DAAH01-98-C0033

Patriot X X i X X X X X

DAAHO01-99-C0028

Hellfire X X | X X X X X X

DAAHO01-99-C0083

Sentinel X X X X X X

DAAHO01-99-C0085

X — Denotes problem or opportunity to employ best practices.
/1 -- No criteria developed.
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ANNEX D

FLOWCHART OF AWARD FEE PROCESS

(Per Aviation and Missile Command Guidance)

Developing the Award Fee Plan
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ANNEX D

Monitoring the Contract and Determining the Award Fee
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{See page 57.)
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fee and time frame
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ANNEX D

Monitoring Contract and Determining Award Fee (page 2)
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ANNEX E

CONTRACTS INCLUDED IN THE AUDIT
(Data as of 31 May 2000)
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ANNEX F

SAMPLE PERFORMANCE EVALUATION CRITERIA

Defense Supplement to the Federal Acquisition Regulation
Part 216, Table 16-1

Submarginal Marginal Gond Very Good Excellent
A (A-1) Consistently late on Late on 10% plang Megts plan sehednle Irelivers all plans on
Pt o1 Adhwcrence o oplan 1 20% pluss wiis prisir Tate wi seheduls & micels prod.
Delivery sehednle agieement Justification, Lhunge requirements on
schedule
(A-2) 1Joes ot expose Exposes chanpes Anticipates Keeps Yard posted on | Anticipates in good time,
Action on chunges or resolve but 15 didatory in changes, advise delays, resolves advises Ship-
Anticipated them as soon as resolution on plans, { Shipyard but independently on yard. resolves independently
detays recognised misses completion | plans. and meets production
of design plans requirements
1%,
{A-3) Dous not com- System stucdis Majur work plans | Dresign changes fom | Design changes, stidics
Plan Main- plele mierre- completed bt cuordinmed in fing § studies and teselved and test data issned
Lenanice. lated systems studies constr, Plan 1o meet production { imerrelated plant ahead of production
concutrenlly. chunges delayed. sehuedules. issued in tme to meet | requirements
product schedules.
[} (R-1) 5% dwps Not 200 not L% not 0% dwgy prepaced by | (% dwgs. Presented ingl
Qualily of Work compatible with compatible with compatible with Des. Agent not Dex. Agent, vendors,
Work. Appuarance Shipyard repro. Shipyard repro Shipyard reproy compatible with subeontr. Not compatible
prowesses and use, processes and wse.  { processes and use. | Shipyard repro. with Shipyard repro
procesies and wie. processes and (e
(13-2) Is brigton plang Has fullowed Has fullowed Work complete with | Work ol highest ealiber
Fhoroughness and | tending to leave puidance, tvpe ang | guidanes, type and | notes and thotough ineerporating all pertinent
Accuracy off questionable sustons | standard dwps standard dwgs explanations for data reyuired including
Wuork. fur Shipyard w resolve, Questioning and anticipated reloted activities,
resolving doubtiul - guestionable areas.
areas
(B-3) T'endency to lollow Adequate engrg, incered to Displays lnt euptional knowledpe of
Lingincering past practice with ne Loy use & adapt ty specs., knowledge of constr. | Naval shipwork &
Competene varigtion fo meet exizting designs 1o e plans and | Regrets. considering | adaptability to work prociss
regmis. job in hand it job on hand for | material provided. ] systems aspect, cost, | incorporating knowledge of
risitine work shop eapabilitics and fittuee planning n Design,
procurement
problems.
B (B-1) Indifterent to Satistactory but Maintains nurmal Maintains Maintains expert contact,
Cuality of Liatson requirements of dependent on coniraci with independent contact keeping Yard intormed,
Work Lilectiveness assoctled aclivities, Shipyard of force | assocuated with all associated obtaining info from equip,
(6 ont’d) relited systams, and sgselution af aclivitics . keeping supplics wio prompling, of
Shipyard advice firohlems wilhoot deponding on therm infuremcd Shipyard.
constructive Shipyard for produce compatible
TEUMTIIICT - problems reguiring § design with little
dationg o subsontr, | militny eselution, | assistaee for Yard,
Of vemdaors
(B-5) Constant survetlance Requires Normal interest and | Complete & acewrate | Develups complete and
required o keep job occasion desire to provide joh. Free of incom- acenrate plins, secks out
firum stipping -- assign  { prodding tw stay on | workable plans patibilitics with hule  § problem areas and resolves
to low priority te schedule & cxpects | with average or ne direetion by wilh assoc. wct. ahead of
silisty needs. Shipyard resolution ance & Shipyard. schedule.
ol'most problens direetion by
Shipyard.
(8 (-1 Planming, of wotk Teft to | Supervision ses & - f System planming by | Desipn parameters Muds. 1o design plans Tinited
Fitectiveness | Uiilization of designers on dratling revicws goals for SUPELVISOTY, wslablished by system § w less than 5% as resll Tch
m Controlling | Personnel hoards designers personnel, studics  { engincers & held in cugrg. Sysiem correlation
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Cusls
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Performance o extimate Tor original ustimate for et an change on changing, orders original package or change
Cost stimate work or changes 30%  § onginal work or orders 10% time 5% time orders,
Lime. chinges 20% tme. | and mets original
dusign costy.
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AWARD FEE MEMORANDUMS
FROM DOD AND ARMY LEADERS

THE UNDER SECRETARY OF DEFENSE
3010 DEFENSE PENTAGON
WASHINGTON, D.C. 20301-3010

ACQUISITION AND 2 -’ FEB ‘gaa
TECHNOLOGY

MEMORANDUM FOR SECRETARTES OF THE MILITARY DEPARTMENTS
ATTENTION: SERVTCE ACQUISITION EXECUTIVES

SUBJECT: Award Fees

Awayd fee can he an effective motivator for excellence in
contract performance in areas such as quality, timelinegs,
technical ingenuity, and cost effective management. The amount
of award fee earned is determined by the Government'’s judgmental
evaluation of contractor performance against Lhe criteria stated
in the contract. Fvaluations serve as periodic notifications to
conlractors of areas where improvement is expected. We know
that contractor management monitors closely the levels of fee
carned.

When programs are reviewed that have performance problems,
schedule slipsz, and cost growth, that are being performed on
award fee contracts, program managers often indicate that the
contractors are nevertheless sarning award fees in the
90 percents. Ratings of that level are not consistent with poor
contract performance. Program Manager responses to why this
occurs are that rating factors did not include appropriate
clements (such as coust), or the rating periods were too long,
making it diftficult to focus the contractor’s attention on
emerging problems, or the Fee Determination Official was at a
level too ¢loae to the government program office and put a
premium on maintaining cordial relations with the contractor's
program office,

Award fee periods, evaluarion factors, and whether earned
award fee percentages are commensurale with overall contractor
performance, should be assessed during contract performance. Ta
the extent the wrong factors are being evaluated or the judgment
of the evaluators is not motivating performance excellence,
consideration should be given to modifying the contract or
changing evaluators.

G
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Please sample your award fee contracts and determine
whether the factors used in prospective award fee periods are
suitable for the intended positive outcome. Also, when award
fee programs are reviewed, it would be helpful if you would
judge whether evaluations reflect overall contract performance.

T would be interested in your views on other ways to improve
award fee evaluations.

.S. Gansler

cC:

Dr. George Schneiter (OUSD(A&T)/S&TS)
Mr. John Landon, {C3I/PA&E)
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DEPARTMENT OF THE ARMY
OFFICE OF THE ASSISTANT SECRETARY OF THE ARMY
ACQUISITION LOGISTICS AND TECHNOLOGY
103 ARMY PENTAGON

WASHINGTON DC 20310-0103
REPLY TO
ATTENTION OF

SAAL-PP 1w B

MEMORANDUM FOR SEE DISTRIBUTION *

SUBJECT: Award Fees and Contractor Performance Evaluations

The Under Secretary of Defense (Acquisition and Technology)
USD(A&T) issued a memorandum (enclosed) stating his concerns that
award fees earned by contractors are not always commensurate with
overall-performance.

| share the USD(A&T) concerns that some Army contractors receive
higher award fees than are consistent with the level of performance
achieved. Additionally, each award fee earned should be based on the
period being evaluated and not “rolled over” from previous contracts.

An award fee is an incentive payment, based on the contractor's
ability to achieve, or surpass, a set standard. Use of award fee is a
valuable tool for motivating contractors to improve performance while at
the same time providing government personnel an opportunity for close
monitoring of the contractor’s performance in technical, management,
schedule and cost. The Federal Acquisition Regulation (FAR) Subpart
16.405-2 clearly states contractors earn the award fee during
performance. The Defense Federal Acquisition Regulation Supplement
(DFARS) 216.405-2 further states “normally, award fee is not earned
when the fee determining official has determined that contractor
performance has been sub-marginal or unsatisfactory.” The government
judgmentally determines and measures a contractor's performance within
specifically designated performance categories, evaluation criteria and
evaluation periods, as determined in the award fee plan.

If desired the Award Fee Determining Official (AFDO) in turn appoints
members of the Award Fee Evaluation Board (AFEB). Army FAR
Supplement (AFARS) 16.404-2(b)(2) affirms the AFEB should consist of
contracting, technical and acquisition management personnel most
knowledgeable with the contract requirements and contractor performance
evaluation. Contractor performance evaluation is accomplished by the
AFEB as an on-going process throughout the life of the contract. The
contracting office along with the customer of the requirement will appoint
an Award Fee Determining Official to evaluate the contractors
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performance and to determine or recommend the amount of the award to
the contracting officers should execute. The award fee should reflect the
AFEB's surveillance and documentation of contractor performance
throughout each rating period. The AFEB should include contract
administration personnel and program mangers as appropriate.
Furthermore, selecting board members shall be coordinated with the
Program Executive Officer (PEQ) or other customer management officials.

| request each of you review award fee contracts under your
cognizance to determine whether the rating factors in the award fee
evaluation plan are consistent with.desired future outcomes and whether
the evaluations that have been conducted accurately reflect overall
contract performance. If necessary, | suggest a change in the rating
factors, evaluators, or evaluation period as appropriate. Also, | encourage
you to continue monitoring your award fee contracts to ensure the award
fees contractors receive more accurately reflect their actual performance,
thereby motivation the poor performers to strive for increased efficiency.

Point of contact on my staff is Ms. Susan Erwin, SAAL-PP, telephone
703-681-9292 or DSN 761-9292.

/é;m%w

Kenneth J. Oscar
Deputy Assistant Secretary of the Army
(Procurement)

Enclosure

*[Auditor’s Note: The DISTRIBUTION list includes the Army’s
Principal Assistants Responsible for Contracting, Heads
of Contracting Activity, Program Executive Officers,
Program Managers, and Deputies for Systems Acquisition. |
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VERBATIM COMMENTS BY COMMAND

DEPARTMENT OF THE ARMY
OFFICE OF THE ASSISTANT SECRETARY OF THE ARMY
ACQUISITION LOGISTICS AND TECHNOLOGY
103 ARMY PENTAGON
WASHINGTON DC 20310-0103

749 1av o

SAAL-PP

MEMORANDUM FOR AUDIT MANAGER, U.5. ARMY AUDIT AGENCY,
ATTN: KATHY BELL, 3101 PARK CENTER DRIVE,
ROOM 1464, ALEXANDRIA, VA 223021596

SUBJECT: Audit of Best Practices for Using Award Fees (Assignment Code
AO-1018)

This carrespondence Is in rasponse o the subject audit of using Award Fees
at U.8. Army Aviation and Missile Command, the Office of the Program Executive
Officer, Tactical Missiles; and the Office of the Program Exacutive Officer, Air and
Missile Defense.

1 have reviewed the subject audit and Command Comments are provided
below:

Rgcommendation A-1: issue policy guidance on how to develop award fee
payment structures that will encourage contractar excellence. Clearly explain that
contractors shouldn't receive award fees (above the base fes) for simply meeting
contract requirements, and they shouldn't recaive most of the available award fae
without achieving a high level of performance.

Gommand Comments: Concur. As stated in your report, the Deputy Assistant
Secretary of the Army for Procurement (DASA-P) issued a memorandum in
November 1999 providing guidance for using award fees. This guidance,
however, was not issued as policy and was not afl-inclusive. We recagnize the
nead to develop policy and will add procedures to the next update of the Army
Faderal Acquisition Reguiation Supplement, which we expect to complete by end
of FY 01. Also, as appropriate, we'll recommend that the Director of Acquisition
Policy, Office of the Deputy Assistant Sacretary for Plans, Programs and Foligy,
include guidance In the suitable Army ragulation.

Recommendation A-2: Develop a strategy and implement & plan to position the
Army to monitor contractor performance effectively. Make sure the stratedy
addresses issues such as respensibilities of requiring activities and contracting
offices in executing contract administration functions and training for personnel
involved in the process.
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Command Comments: Concur. With the emphasis on contracting out Army
. functions and the decrease in in-house personnel resources, we recognize the
need for the Army to plan for monitoring contracter perfarmance in the future.

We have taken and plan to take several actions to improve the Army's posture for
monitoring contractor performance. SAAL-PP has trained about 2,000 personnel
on evaluating contractor performance using the Army’s Past Performance
Information Management System (PPIMS). By 30 June 2001, we will contact the
Director of Acquisition Policy, Office of the Deputy Assistant Secretary for Plans,
Programs and Policy, and recommend Including necessary language in the
appropriate Army regulation{s) to implement DOD requirements for preparing
PPIMS assessment reports of contractor performance.

We recognize that contract administration is nat solely the function of the

© acquisition community, and we will coordinate with other organizations as
necessary. We are currently working with the Chief of the Program Evaluation
Office, Office of the Director of Assessment and Evaluation, to ensure the program
management community receives necessary training on monitoring and evaluating
contractor performance.

The Under Secretary of Defense for Acquisition, Technalogy and Logistics has
established a task force to address reshaping the civilian acquisition workforce to
meet future needs. The task force has Identified several initiatives that are to be
addressed immediately. One of these—'Develop and Implemant Comprehansive,
Needs-based Human Resource Performance Plans for the Civilian Acquisition
Workforce"—requires assessing future mission requirements and identifying the
skills and education required to address those mission requirements. In the
Ammy's implementation of the task force's recormmendations, we will address your
concems about executing contract administration functions and training parsonnel.

Recommendation A-3: Task the Deputy Assistant Secratary of the Army

(Procurement) to review the guidance that Aviation and Missile Command

developed in response to Recommendations A-4 and A-5 and disseminate it to
- Army contracting officers, if appropriate.

d ments: Concur. We will review the Aviation and Missile
Command's revised guidance and distribute it to the program management
community, if appropriate. '
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. Recommgndation B-1: Revise the Management Control Evaluation Checklist in
the Army Federal Acquisition Ragulation Supplemant or incorporate key
managemant controls over the award fee process in appropriate Army guidance,
As a minimum, make sure the following key contrals are addressed:

+ Requiring activities identify specific award fea evaluation criteria for
assessing contractor performance. Make sure the criteria address
program risk and are appropriate for designated award fee periods.
Revise the criterla when necessary.

+ The award fee payment structure encourages excellence by only
rewarding contractor performance that exceeds contract raquirements.

» Performance evaluators receive written appointments that outline
responsibilities and limitations, and they are sufficiently trained in how to
evaluate and document contractor performancs.

+ Award Fee Evaluation Boards and Award Fee Determining Officials
document the rationals for their decisions,

Commang Comments: Concur. We will incorporate the controls outlined in

the recommendation in appropriate guidance. This guidance may include the
updated Army Federal Acquisition Regulation Supplement, the source selection
manwal, or other appropriate guidance. The target date for completing this action
is end of FY 01.

/&:bﬂgzb

_ Edward G. Elgart
Acting Deputy Assistant Secretary of the Army
{Procurerment)
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DEPARTMENT OF THE ARMY
UNITED STATES ARMY AVIATION AND MISSILE COMMAND
REDSTONE ARSENAL, ALABAMA 35858-5000

RERLY TO
ATTENTION OF

AMSAM-IR. ' 28 Jul 0O

MEMORANDUM FOR 0U,.S. Army Audit Agency, Office of the Deputy
Auditor General, Acquisition and Materiel
Management Audits, 3101 Park Center Drive,
Alexandria, VA 22302-159¢

SUBJECT: U.S. Army Audit Agency Draft Repoxrt, Best Practices
for Using Award Fees (AMCOM Project 02-0999-033)

1. Reference memorandum, SARG-AMA, 14 Jun 00, subject: Audit
of Best Practices for Using Award Fees [Assignment Code AO-

101s) .

2. The U.S. Army Aviation and Missile Command (AMCOM} comments
te the subject report are enclosed.

3. The peint of contact is Mr. William R. Huseman, AMSAM-IR,
DSN 897-1785 or commercial 2536-313-1785.

e i B

JAMES L. FLINN III
Depyuty te the Commanding
General

Encl

AN EQUAL OFPORTUNITY EMPLOYER
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! ’ COMMAND COMMENTS
ARA Draft Report
Best Practices for Using Award Fees
(AMCOM Project 02-0999-053)

Objective A -- Use of Award Fees

Additional Facts:

1. Reference page 17, second paragraph. AARR states that the
award fee plan for DARHOL-98-C-0126 didn't contain any
information on criteria for evaluation. This i1s incorrect. It
may not have had criteria that the auditor thought was
appropriate, but it did include criteria. The award fee plan
and contract provisions include criteria that are uged to
evaluate contractor's performance. :

ARA further states that at the request of the contractor, the
project office developed specific criteria-like guidelines for
one rating period. This informal information was provided as a
courtesy to the contractor and was not a formal part of the
evaluation process. The actual evaluation was performed in
accordance with the award fee plan and contract provisiens.

It is apparent that AAA believes the award fee criteria should
be very specific, such as delivers data on a certain date,
etc., in order to receive a specific score. The contracting
office believes that, if you have very objective criteria, the
appropriate contract type should be a performance incentive
contract versus an award fee contract, which is subjective by

nature.

7. Reference page 20, Best Practice. The report states that
payment structures should not allow contractors to receive
award fees above the base fee for simply meeting contract
requirements. In an example on page 21, AARA pointa out that
for contract 0028 (PATRIOT) the contractor weuld receive 71
percent of the available award fee for a score of 71 (described
as "good" and defined as exceeding the minimally acceptable

level). ABRAR is concerned that the award fee structures are too.

lax and argues that the contracting office should only reward
contractors for a high level of performance. While we agree
that the structure could be improved, we believe that as long
as we are limited to a base fee of no more than three percent
(two percent Lf the contractor has claimed Cost of Money) it is
reasonable for the contractor to receive some award fee even if
it just meets contract requirements. A two or three percent
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fee is very low even for minimally acceptable werk. 1In the
PATRIOT example, if the contractor was evaluated at a score of
71 and received 71 percent of the available award fee plus the
two percent base fee, they would only be earning a total fee of
approximately 7.7 percent, not an extravagant amount for the
scope of these services. '

3. Reference page 23, second paragraph, second bullet. The
statement that ".contracting officers couldn't identify the
numerous personnel who evaluated contractor performance.."”
highlights a difference of opinion as to what constitutes an
evaluator. AAR apparently believes that anyone providing data
regarding the contractor's performance is an evaluator. We
don't believe this is true. A person can provide data
regarding contracter's performance to an individual who 1s the
evaluator without the person providing the data actually being
the evaluator. The evaluators take the information gathered
{usually from individuals who work for them) and make the
evaluations of the contractors' performance using that data.

4. Reference page 29, fourth paragraph. The report states
that Bward Fee Evaluation Boards (AFDOs) and determining
officials sometimes didn't adequately document their decisions.
As an example the report states that the AFDO and determining
official For Contract 0028 (PATRIOT) didn't prepare detailed
documents explaining their recommendations and decisions. In
fact, the documentation supporting the recommendations and the
AFDO's decisions is very detailed. The details are in the
Award Fee Evaluation Reports, not the cover memos gummarizing
the meetings and the recommendations. If the Board is in
agreement with what is said in a report and no additional
information is considered, then this means of documenting the
recommendations is adequate.

Recommendation A-4:

Revise Aviation and Missile Command's Acquisition Desk Guide to
incorporate best practices discussed in this report.
Specifically:

_ provide detailed guidance on developing award fee
eriteria. Incorporate (by reference) gpecific guidance in the
DOD Supplement to the Federal Acquisition Regulation. Include
guidance on addressing program risks and making sure criteria
are appropriate for each designated award fee period. Include
provisions for revising existing criteria if they are
inappropriate or if the government wants to shift performance

emphasis.
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- Delete the award fee payment structure (performance
chart) from Aviation and Missile Command's Acquisgition Desk
Guide. Implement forthcoming guidance on award fee payment
structures from the Office of the Assistant Secretary of the
Army (Acquisition, Logistics and Technology), as we discussed
in Recormmendation A-1. Include general instructions on how to
develop award fee payment structures Lo encourage excellent
contractor performance.

- Include additional detail on how performance evaluators
should apply designated criteria to evaluate performance and
the extent of dqcumentation required.

- Require personnel participating in award fee decisions
to be independent of the contractor whose performance is being
evaluated.

~ Require Award Fee Evaluation Boards and determining
officials to document their decisions, including the rationale
for ratings and award fea amounts. Require contracting
officers to maintain a copy of the documentation in the
contract files.

Action Taken:

Concur. The AMCOM Acquisition Desk Guide will be revised to
assure that it is in full compliance with the most recent
higher headquarters regulations and guidance. AMCOM will
create a small Integrated Product Team (IPT) with appropriate
requiring element offices, Legal, and the Acquisition Center to
analyze award fee guidance and procedures, with particular
consideration given to ABA's suggested best practices and
suggested expansion of the role of Award Fee Evaluation Boards.
It should be noted, however, that this command has previously
been advised/directed that local guidance/supplements to higher
regulations should not be repetitive of those higher
regulations. BAny additional/expanded guidance will be subject
to that direction. Therefore, we believe it would be prudent
to delay the policy guidance revisions until receipt of revised

" guidance from the Assistant secretary of the Army (Rcquisition,
Logistics, and Technology) in accordance with ABA's
Rrecommendation A-1. A target date fox this action cannot be
realistically provided at this date, as it is contingent upeon
completion of higher headquarters guidance.
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Recommendation A-5: ' '

Expand the role of Award Fee Evaluation Boards in managing the
award fee process. Reguire the boards to:

- Appoint performance evaluators in writing, outlining
reaponsibilities and limitations.

_ Provide training to all personnel involved in the award
tee process. Include training on the award fee process, the
award fee plan, roles and responsibilities, evaluation
techniques, and documentation requirements. Make sure training
records are maintained with the contract files. :

- Monitor sufficiency of the performance evaluators'
evaluations and documentation and take action to correct any
problems,

- Coordinate with requiring activities before the
beginning of each award fee period to make sure evaluation
eriteria are appropriate for the next designated award fee
period, considering critical tasks, pregram risks, and desired
emphasis.

Incorporate the requirement into Aviaticon and Missile Command's
Acquisition Desk Guide and implement the requirement on all
current and future contracts.

Action Taken:

Concur. See response to Recommendation A-4.

Recommendation B-6:

Provide a copy of Aviation and Missile Command's guidance
pertaining to award fees--revised to incorporate the changes
described in Recommendations BA-4 and A-5--to the Deputy
Assistant Secretary of the Army ({Procurement).

Action Taken:

Noneoncur. As stated in our response to Recommendation A-4
above, we believe our revised guidance should be preparad after
receipt of revised guidance from higher headquarters. In
addition, any revised guidance developed by this command shall
have been developed exclusively for this command and,
therefore, should not be disseminated to all Army contracting

officers.
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Recommendation A-7:

Require the Award Fee Evaluation Board for Contract 0033
(GMLRS) to stop allowing personnel employed by the contractor
whose performance 1s being evaluated to participate in award
fee decisions.

Action Taken:

Nonconcur. This is impractical and virtually impossible in
today's business environment  The Secretary of Defense has
directed the adoption within the DOD of the IPT process to
conduct as many acquisition functions as possible. The GMLRS
EMD contract uses IPTs in virtually every aspect of the
contract, including the award fee process. The GMLRS award fee
process was a first attempt to construct a more succeasful
business relationship through effectively applying contractual
incentives utilizing the IPT process, within the framework of
the MLRS Partnering Agreement. The intent of the GMLRS award
fee process is to facilitate open communications and trust,
enabla the parties to proactively anticipate and resolve
problems early, focus and motivate contractoer effort on the
most important aspects of the program, and reduce the time and
cost of award fee administration. The GMLRS award fee process
is a natural extension of the IPT concept. It provides a ’
framework for a team-based approach to award fee administration
focused upon the accemplishment of the parties' mutual
objectives. It more effectively utilizes scarce resources by
utilizing the "subject matter experts" (government and
contractor) that work on the program on a daily basis, rather
than adding additional government perscnnel to perform only the
Performance Monitors function. It must be clearly understood,
however, that the inherently governmental functions of making
the final recommendation on earned award fee and the
determination of earned award fee by the RFDO have been, and
still are, made by government personnel, not contractor
personnel. Contractor personnel actively participate in the
process by providing performance-related informatien and
receiving feedback on performance on & continuous basis.

The AAA report deesn't recognize that actions to remove the
perception of contractor influence on the award fee process
have already been taken. Like most first attempts at
innovation, areas for improvement were identified and
corrective action was implemented. A contract modification was
executed removing the contractor members of each IPT from the
Performance Monitors function. The government IPT co-chairmen
for each IPT are now solely responsible for the Performance
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Monitors function. Implementing Instructions to the GMLRS
Award Fee Plan have also been issued, limiting the contractor's
participation at the Award Fee Evaluation Board (AFEB) level to
providing performance related information, summarizing
performance related information from the IPTs, receiving
feedback on performance on a continuous basis, and formally
presenting a self-evaluation to the government. ‘

Recommendation A-8:

Require the Award Fee Evaluation Board for Contract 0033
{GMLRS) to discontinue its practice of rolling over unearned

award feeg into subsequent periods.
Action Taken:

Nonconcur. Rollover is not a routine practice within AMCOM.
The AMCOM Acquisition Desk Guide does not normally permit
rollover. There are rare cases, however, where rollover is
appropriate in other than service type contracts. In the
research and development of a major system, in this specific
case the GMLRS EMD, 1t wag felt that rollover (up to a maximum
of 15 percent of the available fee for each award fee period)
was advantageous to add additional incentives for improved
contractor performance. It was felt that the procedure would
incentivize the contractor to overcome problems that occurred
over the course of the contract and add extra incentive to
produce an exceptional final product. In this specific case
the AMCOM Principal Asaistant Responsible for Contracting
(PARC) authorized an individual deviation to the AMCOM
RAcquisition Desk Guide by approving the GMLR3 Award Fee Plan
with its rollover provision.

Recommendation B-9:

Implement effective award fee evaluation criteria for the
contracts included in this audit. Develop criteria or revise

existing criteria to make sure they:

- Focus on the most important aspects of the program or
function.

- hddress program Tisks.
- Are ag specific as possible.

Review criteria with the Award Fee Evaluation Board before each
award fee period to make sure the criteria are appropriate for
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the designated award fee period, considering critical tasks,
program risks, and desired emphasis. Revise the criteria, if
necessary.

Action Taken:

Concur with the intent of the recommendation. For the most
part, ARA found that the DSA contracts included in the audit
had effective award fee evaluation criteria. The only
deficiencies found were that cost wasn't included as an
evaluation criterion on contract 0085 (Sentinel) and that a
criterion wasn't appropriate for the designated award fee
period on Contract 0213 (Sentinel).

Rs far as including cost as an evaluation criterion on Contract
D085, we do not agree. As a task oriented service contract,

the criteria were developed and the cost risk was evaluated as
very low and, therefore, not of value for rewarding contractor

performance.

As far as reviewing criteria with the AFEB before each award
fee period to make sure the criteria are appropriate for the
designated period, we agree but the criteria for Contract 0213
{Sentinel) doesn't need to be changed. While it was true that
the criteria could not be empirically measured, design
evaluation was included in the measure of the contractor's
succesg. The contractor will now begin delivering products
that will support a more accurate evaluation of the criteria.

Recommendation A-10:

Revisze award fee payment structures Lo encourage excellent
contractor performance for award fee contracts. Implement
forthcoming guidance on award fee payment structures from the
Office of the Assistant Secretary of the Army (Acquisition,
Logistics and Technelogy) and Aviatien and Missile Command, as
we discussed in Recommendations A-1 and A-4.

Action Taken:

Concur. Award fee payment structures for Contracts 0085
(Sentinel) and 0213 (Sentinel) will be revised by 1 Sep 00.
Forthcoming guidance on award fee payment structures will be
implemented when received.
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COMMAND COMMENTS
AAA Draft Report
Best Practices for Using Award Fees
(AMCOM Project 02-0999-053)

Comments on Other Matters Section of the Report (Page 7)

Wwe believe the Other Matters section of the report should be
dropped. The report shouldn't question the change in contract
type since AAA stated that their review did not include
evaluation of contract type. We belleve the contracting
decisions that were made are in the Government's best interest.
A complete explanation of the rationale utilized in arriving at
these acgquisition decisions is provided in the following
paragraphs:

a. The report states "Contracting personnel told us that
they changed the contract type because the proponent--the
Project Manager for Test, Measurement, and Diagnostic
Equipment--had incorrectly included material and travel costs
in the award fee pool amount. Contracting personnel concluded
that correcting the error would reduce the award fee pool so
much that the potential award fee would be insufficient to
incentivize the contracter."”

The alleged inclusion of material and travel costs in the award
fee pool amount stems from the fact that, while the contract
was awarded to buy labor hours only, task orders issued by the
requiring element did, in fact, require substantial material
and travel. In actuality, the requirements the contract was
ultimately intended to satisfy were not as reflected in the
contract or statement of work. Considering the types of effort
being procured and the attendant cost uncertainties, a Cost-
Plus-Fixed-Fee (CPFF) contract type was thought to be the most
appropriate for this action. This was the reason for changing
the contract type.

b. The report states "In addition, we had identified
significant problems with the award fee plan.”

An award fee plan did not exist at the time of contract award
or at the time of the audit. The PM TMDE was in the process of
ipitiating such a plan but was having difficulty due to the
sizes and timing of the individual efforts to be measured. The
ABA guditor did express some concerns about how the plan should
be structured and shared them in general terms with the
contracting officer. Consideration of these areas of concern,
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newever, further complicated the task of writing an award fee
plan that would have been workable and acceptable to all
parties. During this attempt to correct the situation it was
confirmed that a Cost-Plus-Award-Fee (CPAF) contract had not
bean a good cheice of contract type and agreement was reached
Wwith the contractor to convert the contract to a CEFF
instrument,

c. The report states "However, we were concerned that the
salection of a cost-plus-fixed-fee contract type might not be
in the government's best interest because the government bears
the greatest cost risk under that type of contract.”

While 1t is true that the Government bears all cost risk in a
CPFF copntract, this fact neither makes it a bad selection nor
precludes its use in appropriate circumstances. In our current
situation, where the cost uncertainties of contract performance
are such that they cannot be estimated with sufficient
confidence to use a meaningful cost incentive or determine a
fair and reasonable fixed price arrangement, the use of a CPFP
contract 1s proper, acceptable, and preferable to other
contract types that would force the contractor to include these
uncertainties in his price. : :

d. The report states "On 3 April 2000, the contracting
officer told us that further review indicated that the cost-
plus-fixed-fee contract was still not the optimal contracting
arrangement, and he planned to replace the contract with a
basic ordering agreement.”

on the surface this comment is correct. However, 1t appears
that the auditor may believe that the reason for replacing the
current contract is the contract type. This assumption would
be incorrect; it is anticipated that a number of orders placed
under the planned basic ordering agreement will he issued on a
CPFF basis. The reason for replacing the current contract is
that the contract itself and the statement of work do not
accurately reflect the requirements it was intended to satisfy
or the intent of the parties regarding the conduct of business
in pursuit of those requirements. The contracting officer,
requiring element, and system attorney are all in agreement
that the current contract is still not the best vehicle for the
tasks envisioned and four separate instruments should be issued

to replace 1it:

(1) A Basic Ordering Agreement under which the
Government will be able to issue orders for individual
engineering services tasks. These orders will generally be
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- jssued on a CPFF basis, although provision will be made to use
other contract types as found appropriate.

{2) A contract for maintenance and update of
Technical Publications. Due to the impossibility of estimating
the total effort with sufficient confidence or accuracy to
permit any other type of contract, this is envisicned as a CPEF
effort.

(3) A contract for Technical Assistance on an as-
needed basis. For the reason stated in paragraph (2) above,
this contract is also envisioned as a CPFF effort.

(4) A contract for Technical Assistance for the
Government of Korea. This effort is sufficiently defined to
permit use of a Firm Fixed Price contract.

Action is ongoing to generate separate statements of work and
requirements packages for these proposed contractual
ipstruments. All are expected to be in place not later than 15
Dec 2000. Upon issuance of each of these instruments, no
additional tasks for the effected requirements will be placed
under the current contract and 1t will, effectively, be
terminated. ‘
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DEPARTMENT OF THE ARMY
PROGRAM EXECUTIVE OFFICE, TACTICAL MISSILES
HREDSTONE ARSENAL, ALABAMA 35898-8000

REPLY TO
ATTENTION OF

SFAE-MSL-P 15 AUG 2000

MEMORANDUM FOR Deputy, U.5. Army Audit Agency, Auditor
Ceneral, Acquisition and Materiel
Management Audits, 3101 Park Cenler Drive,
Alexandria, VA 22302-1596

SUBJECT: U.S5. Army Audit Agency Draft Report, Best

Practices tor Using Award Fees (AMCOM Project 02-0999-053)

1. Reterence memorandum, SAAG-AMA, 14 Jun 00, subject:
Audit of Best practices for Using Award Fees {Assignment
Code AO-1018) .

2. The Program Executive Office, Tactical Missiles
comments Lo the subject report are enclosed as follows:

4. MIRS Project Office (encl 1) .
by,  ARM Project Office (encl 2) .
. JAVELTN Project Office (encl 3) .

3. The point of contact is Ms. Pat Dailey, SFAE-MST P,
DSN 746 9075 or commercial 256-876-9075.

/} -___ T
et Y
3 Encls “ETT . BENTIEY

Dirdctor, Resoupde Management

), Tactical Missiles

Frantad on @ Recyclud Papar
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MI.LR5-PROJECT CFFICE
COMMAND COMMENTS
AAA Draft Report
Best Practices for Using Award Fees
(AMCOM Project 02-0993-053)

Objective A -- Use of Award Fees

Recommendation A-9:

Implement effective award fee evaluation criteria for the
contracts-included in this audit. Develop criteria or revise
existing criteria to make sure they:

- Focus on the most important aspects of the program or
function.

- Address program risks.
- Are as specific as possible.

Review criteria with the Award Fee Kvaluation Board before each
award fee period to make sure the criteria are appropriate for
the designated award fee period, considering critical tasks,
program risks, and desired emphasis. Revise the criteria, if
necessary.

Action Taken:

Nonconeur. The total award fec pool for conlract performance
on Contract 0033 (GMLRS) i1s divided into Award Fee Milestones.
The Award Fee Milestones emphasize the most important aspects
of the GMLRS program (Preliminary Design Review, Critical
Desiqgn Review, Production Qualification Testing, rand the final
delivery of the Product Definition Data Package). The
contractor must successfully complete each specific award fee
milestone before award fee can be earned. The Award [ee
Evaluation Board (AFEB) Chairman (MLR3 Project Manager) makes
the final determination when each award fee milestone has been
completed. - This appreoach focuses contractor performance on
successful completion of the most important aspects of the
GMLRS EMD contract. Successful completion of an award fee
milestone is a better point to evaluate contractor performance
than the traditional time-based award fee evaluation period
method. A larger body of objective information is available
for evaluation purposes. In contrast, under the traditional
time-based award fee evaluation periods, objective performance
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information may not be avallable when the period is over, which
makes performance evaluation difficult.

As stated in the report, generally, risks in weapon system
programs relate to cost, schedule, and performance (technical
achievement). The GMLRS Award Fee Plan specifically addresses
these elements of program risk and more. The plan contains two
evaluation criteria - Program Management, and Technical
Performance and Affordability. The Program Management
evaluation criterion includes the contractor's effectiveness in
controlling costs and/or reducing costs to the Government, the
contractor's timeliness and adherence to the Master Program
Schedule, and the contractor's integration of reguired
functional disciplines through the Integrated Product Team
(IPT) process. The Technical Performance and Affordability
evaluation criterion combines the contractor's effectiveness in
meeting or exceeding technical contract and performance
requirements within the established Average Unit Procurement
Cost (AUPC) objective. This cvaluation criterion incentivizes
the contractor's design tradeoff process hetween technical
performance and affordability. Recently, both Defense and Army
leadership have stressed the importance of life cycle
management. The focus of life cycle management is to develop,
field and sustain high quality warfighting systems at the
lowest possible cost. This award fee plan was our first
attempt at combining technical performance and AUPC as an
evaluation criterion, which incentivizes the tradeoff process
to develop a high quality warfighting system at the lowest
total cost. To date, it has proven to be very successful.

Every attempt was made to develop an award fee plan that was as
clearly defined as possible. The performance chart included in
the CMLRS Award Fee Plan was completely revised from the
suggested chart contained in the AMCOM Acguisition Desk Guide
and includes more specific adjective rating definitions. The
Award Fee Milestones are clearly defined in terms of completion
and the Evaluation Criteria are more clearly defined than any
previous award fee plan we have developed. However, there is a
difference, and associated challenges, between a competitive
and sole source Cost Plus Award Fee (CPAF) contract which AAA
fails to appreciate. In a competitive CPAF contract, the
Government can unilaterally delineate an award fee approach
that includes evaluation criteria that are very specific and
focused on only awarding fee for contractor performance that is
clearly beyond the minimum requirements of the contract. If a
potential Offeror does not like it, they do not have to submit
an offer to the solicitation. In a sole source CPAF contract,
every word of the contract is painfully negotiated. Anything

Best Practices for Using Award Fees, Aviation and Missile Command (AA 01-169) Page 82




ANNEX H

‘having to do with fee is particularly scrutinized and ¢an have
a positive or negative impaclt on the [inal negotiated award fee
pool amount. Today's corporations are particularly focused on
maximizing sharecholder wealth, and usually establish corporate
goals for earned award fee. This internal corporalte pressure
to earn high award fees makes it extremely difficult to
negotiate evaluation criteria that are specific and focused on
only awarding fee for contractor performance that is clearly
beyond the minimum requirements of the contract.

Lastly, adding too much specificity to award fee evaluation
criteria limits the Government's flexibility to emphasize the
broad range of task performance inherent in a development -
contract. The evaluation data for the first GMIRS award fee
period may have appeared overwhelming to AAA because of its
depth and breadth. This collection of data, however, allowed
the award fee evaluation board to assess performance across-the
entire program and apply the appropriate judgement to emphasize
key pevformance issues. The GMLRS award fee plan establishes
appropriate evaluation criteria allowing considerable
Government flexibility to assess important aspects of the
program during each performance period. Adding too much
specificity to the GMLRS award fee criteria would prove too
restrictive to the Government. :

Revise award fee payment structures to encourage cxcellent
contractor performance for award fee contracts. Implement
forthcoming guidance on award fee payment structures from the
Office of the Assistant Secretary of the Army (Acquisition,
Logistics and Technology) and Aviation and Missile Command, as
we discussed in Recommendations A-1 and A-4.

Action Taken:

Concur, The MLRS Project Office will implement forthcoming
guidance on award fee payment structures when received from
BMCOM and the Office of the Assistant Secretary of the Army
(Acgquisition, Logistics and Technology) on all future award fee
contracts and will consider re-negotiating existing contracts
based on that guidance. However, as it stands, revising the
award fee payment structure for the GMLR3 contract is not in
the best interest of the Government as discussed in our
response to Recommendation A-9. The approved GMLRS award fee
plan provides the appropriate level of specificity and
encourages contractor excellence in the GMLRS engineering and
development contract.
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Additional Comments:

1. Although not addressed to us, we disagree with the portiens
of Recommendations A-1 and B-1 that deal with the contractor
receiving award fees only if contract requirements are
axceeded. Contractor performance in a cost type contract
cannot exceed contract requirements without approval to
jincrease contract scope and cost in the form of a contract
modification. The award fee payment structure can only
encourage excellence in the manner in which contract
requirements are performed. Examples include such things as
adherence to program plan (cost and schedule), effectiveness in
implementing an IPT process, and an effective CAIV process.

2. Although not addressed to us, we disagree with Bullet 4 of
kRecommendation A-4 and Recommendation A=7. This is impractical
and virtually impossible in today's business envireonment. The
Secretary of Defense has directed the adoption within the DOD
of the IPT process to conduct as many acquisition functions as
possible. The GMLRS EMD contract uses IPTs in virtually every
aspect of the contract, including the award fee prvocess. The
GMLRS award fee process was a first attempt to construct a more
successful business relationship through effectively applying
contractual incentives utilizing the [PT process, within the
framework of the MLRS Partnering Agreement. The intent of the
GMLRS award fee process is to facilitate open communications
and trust, enable the parties to proactively anticipate and
resolve problems early, focus and motivate contractor effort on
the most important aspects of the program, and reduce the tima
and cost of award fee administration. The GMLRS award fee
process is a natural extension of the IPT concept. It provides
a framework for a team-based approach to award fee
administration focused upon the accomplishment of the parties'
mutual objectives, It more effectively utilizes scarce
resources by utilizing the "subject matter experts”
(Government and contractor) that work on the program on a daily
basis, rather than adding additional Government personnel to
perform only the Performance Monitors function. [t must be
clearly understood, however, that the GMLRS award fee is a
unilateral-Government decision made by the Award Fee
Determining Qfficial (AFDO). The process used to collect,
distill, and weigh the performance information is an
innovative, streamlined process involving IPTs that allow real-
time contractor input for accuracy and fairness. The
inherently governmental functiens of making the final
recommendation on earned award fee and the determination ot
earned award fee by the NFDO have been, and still are, made by
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Government personnel, not contractor personnel. Contractor
personnel actively participate in the process by providing
performance-related information and receiving feedback on
performance on a continuous basis.

The AAA report doesn't recognize that actions to remove the
perception of contractor influence on the award fee process
have already been taken. Like most first attempts at
innovation, areas for improvement were identified and
corrective action was implemented. A contract modification was
executed removing the contractor members of each IPT from the
Performance Monitors function. The Government IPT co-chalrmen
for each IPT are now solely responsible for the Performance
Monitors function. Implementing Instructions to the GMLRS
Award Fee Plan have alao been issued, limiting the contractor's
participation at the AFEB level to providing performance
related information, summarizing performance related
information from the IPTs, receiving feedback on performance on
a continuous basis, and formally presenting a self-evaluation
to the Government. Complete removal of the contractor from the
award fee process would require a bilateral contract
modification, fail to use IPTs to their fullest to streamline
an otherwise time-consuming contractual process and not be in
the best interest of the Government.

3. Although not addressed to us, we disagree with
Recommendation A-8. Rollover is not a routine practice. The
BMCOM Acquisition Desk Guide does not normally permit rollover.
There are some cases, however, where rollover is appropriate in
other than service bLype contracts. The GMIRS conlract is an
engineering and manufacturing development contract. Although
award fee milestones are established at critical program
events, performance in subsequent periods can have a
significant positive impact on the overall program. Rollover
of unearned fee permits the Government to incentivize improved
performance by adding further weight to the performance of the
critical milestone at the conclusion of the development
process. Thus in the GMLRS case, it was felt that rollover (up
to a maximum of 1% percent of the available fee for each award
fee period) was advantageous.to add additional incentives for
improved contractor performance. It was felt that the
procedure would incentivize the contractor to overcome problems
that occurred over the course of the contract and add extra
incentive to produce an exceptional final product. Therefore,
the AMCOM Principal Assistant Responsible for Contracting
(PARC) authorized an individual deviation bto the AMCOM
Acguisition Desk Guide by approving the GMLRS Award Fee Plan
with its rellover provision.
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4. The GMLRS Award Fee Plan is the most comprehensive and
thoroughly reviewed plan we have ever produced. It was
produced and negotiated with the contractor, using the IPT
process, as a part of an alpha contract process. 1Tt was
coordinated within the MLRS Project Office and PEO Tactical
Missiles, reviewed by AMCOM Legal Office, and approved by the
AMCOM PARC. It encompasses several innovations that attempt to
construct a more successful business relationship through
effectively applying contractual incentives. These innovations
include; performance-based award [ee milestones; a team-based
approach to award fee administration; technical performance
combined with AUPC as an evaluation criteria which incentivizes
a tradeoff process to develop a high guality warfighting system
at the lowest total cost; and a revised performance chart which
provides more specific adjective rating definitions.
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ARM PROJECT OFFICR
COMMAND COMMENTS
AAA Draftt Report
Best Praclices for Using Award Pees
(AMCOM Project 02-0939-053)

Objoctive A -— Use of Award Feooes

Recommendation A-9:

Implement effective award fece evaluation ¢riteria for the
contracts included in this audil. Develop criteria or revise
exiating criteria Lo make surc Lhey:

- Focus on the most important aspects of the program or
function.

- Address program risks.
- Arve as specific as possible.

Review criteria with the Award Fee Evaluation Board before each
award fee period to make sure the criterig are appropriate for
the designated award feec period, considering critical tasks,
program risks, and desired emphasis. Revise the criteria, il
necessary.

Action Taken:

Concur. Qur Engincering Services conlract (DRAHO1-99-C-0083)
is awarded for one year with two exercisable options, each one
year in length. Before each option ls cxercised, as rogquired
in the contract, woe cnsure that the evaluallon criteria are
appropriate for Lhe designated award fee period and that the
evaluation criteria: (i) focus on Lhe most Lmportant aspoects of
the program or function, (ii) address program risks, and (Lidl)
are as specific as possible. Although we [eel that the award
fee criteria contained in the subject contract 1s appropriate
for evaluating contractor performance, in keeping with Lhe
above, the award fee plan will be reviewed and revised as
required before each option is exercised.

Recommendation A-10:

Revise award fee payment structures to encourage excellent
contractor performance for award fee contracts. Implement
forthcoming guidance on award fee payment structures from the

fred !
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Office of the Assistant Secretary ol the Army (Bcquisition,
Logistics and Technoloygy) and Aviation and Missile Command, as
we discussed in Recommendalbions A-1 and A-4.

Action Taken:

Concur with the intent of the recemmendation. Although we {oel
Lhe award fee payment structure currently encourages the
contractor to perform in an excellent manner, the ARM Projecth
Oftfice will implement forthcoming guidance on award fee paymont
structures when received Lrom AMCOM and the Office of the
Nssistant Secretary of the Army (Acquisition, Logistics and
Technology) on all future award fee contracts. However,
revising the existing award fee payment structure on the
contract reviewed during the audit would not be prudent at this
juncture, as there i1s little time left con the period of

performance.

s
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JAVELIN PROJECT OFFICE
COMMAND COMMENTS
AMMN Draft Report
Best Practices for Using Award Fees
(AMCOM Project 02-0999-053)

Objective A —- Use of Award Fees

Recommendation A-9;

Inmplement effective award fee evaluation criteria for the
contracts included in this audit. Develop criteria or revise
existing criteria to make sure they:

- Focus on the most important aspects of the program or
" functioen. -

- Address program risks.
- Are as specific as possible.

Review criteria with the Award Fee Evaluation Board before each
award fee period to make sure the criteria are appropriate.for
the designated award fee period, considering critical tasks,
program risks, and desired emphasis. Revise the criteria, if
necessary.

Action Taken:

Nonconcur with that portion of the recommendation to develop
criteria or revise existing criteria to make sure they: (1)
focus on the most important aspects of the program or function,
(i1) address program risks, and (iii) are as specific as
possible. The basis of this recommendation for JAVELIN is the
statement on page 17 of the report that "the award fee plan for
DAAHO1-98-C-0126 (Contract 0126~Javelin) didn't contain any
information on criteria for evaluation”. The document entitled
"JAVELIN Project Office, Program Executive Office, Tactical
Missiles, Redstone Arsenal, AL 35898, JAVELIN Engineering
Services Award Fee Evaluation Plan™ contains a section titled

"Appendix B, Evaluation Criteria”. That section identifies the
following two criteria that are used in each award fee
evaluation: :

(1) Technical Performance of Work -

/:f'r o
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a. Quality, completeness and acceptability of work
(accuracy, clarity) included reporting and documentation of
completed effort.

‘ b. Thoroughness of performance against base-ESM and
sub-ESM (attainment of objective and respensiveness to
technical direction).

(2) Non=-Technical and Managerial -

a. Effectiveness in planning/staffing and
controlling internal costs, including consideration of labox
mix and skill categories. .

b. Adherence to schedule requirements (other than
data items and reports).

The section also discusses the relative weights of the two
criteria. Criterion 1 will receive almost twice as much
importance as Criterion 2. All factors under Criterion 1 are
equal in weight. And all factors under Criterion 2 are equal
in weight. Even though the award fee plan was not provided to
the contractor, the exact words, as stated above, are in
Section H-3.m., Award Fee Provision, of the contract (page 21
of 46). The criteria are very effective and meet all legal
requirements for awarded fee contracts.

Nonconcur with that portion of the recommendation to review
criteria with the Award Fee Evaluation Board (AFEB)} beforce each
award fee period to make sure the criteria are appropriate for
the designated award fee period, considering critical tasks,
program risks, and desired emphasis. The basis of this
recommendation for JAVELIN is the statement on page 19 of the
report that "Government personnel developed criteria~like
guidelines for Contract 0126 (Javelin) for the first award fee
period, at the contractor's request. The guidelines contained
task due dates that related only teo the first award fee period,
so they weren't appropriate for the next award fee period.”

The contractor did not request these guidelines. They were
developed as a result of an informal conversation between the
JAVELIN Prgject Manager and personnel from the contractor's
office. The JAVELIN Project Management Office provided the
contractor with informal information ("stretch goals") in an
attempt to encourage maximum effort when performing work under
each sub-ESM. This data was never formally requested (in
writing) from the contractor, nor was this information made a
part of the contract. The evaluation criteria are contained in
the contract and they are reviewed with the award board members
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to make sure they are appropriate for each succeeding award fee
period. Revisions are made when necessary.

Recommendation A-10:

Revise award fee payment structurcs to encourage excellent
contractor perforxmance for award fee contracts. Implement
forthecoming guidance on award feec payment structures from the
Office of the Assistant Secretary of the Army (Rcquisition,
Logistics and Technology) and Aviation and Missile Command, as
we discussed in Recommendations A-1 and A-4.

Action Taken:

Concur with the intent of the recommendation. The award fee
payment structure in contract DAAH01-98-C-0126 does encourage
the contractor to achieve excellent performance ratings.
Therefore, no changes are planned at thiz time. However, the
JAVELIN Project Office may, after review, implement forthcoming
guidance on award fee payment structures when received from
aMcoM and the Office of the Assistant Secretary of the Army
(Acqguisition, Logistics and Technelogy) on all future award fee
contracts.

Additional Facts:

1. ©On page 23, ARA states that the contracting officer
couldn't identify numerous personnel who evaluated contractor
performance on specific engineering services memorandums. The
AMCOM Acquisition Desk Guide, at 16.405-2(200)f, states that
evaluation monitors will be designated by name and/or position.
The JAVELIN Project Office identified monitors by position and
the individuals appointed to the AFEB are identified by
position. One of the Board members is the Contracting
Officer's Representative (COR). The COR attends all the Board
meetings and can identify the members of the Board, who are the
only personnel with evaluation authority. The 32 personnel
referred to in the audit report are personnel in the JAVELIN
Project Office who have some knowledge (whether detailed or
very minor) of the contractor sub-ESM activity. All of these
people do-not attend Board meetings; at times they may have an
input to the evaluation reports, but they are not evaluators.
There is no reason for the Contracting Officer to be able to
identify all 32 people. .

2. On page 25, AAA states that personnel who monitored
contractor performance for contract 0126 (JAVELIN) hadn't
received guidance on how to perform evaluations or document
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rasults. The Evaluation Board consists of senlor personnel who
have years of cxperience evaluating contractor performance
under award fee contracts. All personnel in the JAVELIN
Project Office have on-the-job training. The Award Fee
Evaluation Plan is provided to all evaluators (including the
JAVELIN Division Chiefs) and all personnel who write the
evaluation reports. This Plan includes award fee policy and
procedures, responsibilities of all personnel involved in the
award fee evaluation, and the evaluation report format with
instructions for completing the report. Each evaluation report
is reviewed and approved by the Division Chiefs and the AMCOM
Legal Office prior to the time the Board meets.

3. In the last paragraph on page 26, AARA discusses ratings
that personnel in the JAVELIN Project Office. assigned during a
rating period. When the Board (Deputy Project Manager, Legal
Representative, COR, and Division Chiefs) meets, each
evaluation report is reviewed page by page, paragraph by
paragraph. The peoplc who make up the Board are highly
competent experts in their functional area, and are able to
make determinations that what is written supports the rating
assigned. Therefore, we feel that adequate justification of
ratings was provided.

4, On page 29 ABA states that cvaluation boards and
determining officials didn't prepare detailed documents
explaining their recommendations and decisions. The evaluation
reports are thoroughly discussed at each Board meeting and are
changed as necessary to reflect the Beoard's evaluation. Thus,
we believe these evaluations provide adequate justilication for
the ratings assigned.

5. During the andit the auditor stated that the JAVELIN Office
should have used the format in DFARS 216 in developing our
evaluation criteria. We had been advised by the AMCOM Legal
Office that DFARS 216, Table 16-1 contains sample performance
evaluation criteria, not required criteria, and we considered
the sample criteria in developing the evaluation criteria for
this contract. The AMCOM Legal Office representative for
JAVELIN has stated that JAVELIN is meeting all regulatory
requirements for award fee contracts.
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DEPARTMENT OF THE ARMY
PROGAAM EXECUTIVE OFFICE, AIR AND MISSILE DEFENSE
POST OFFICE BOX 1500
HUNTSVILLE, ALABAMA 35807-3801

REPLY TD

PEILES NTTENTION OF . . 5
SFAE-AMD-BD (36-2¢) 2.8 SEP 2000

MEMORANDUM FOR U.5. Army Audit Agency, Office of the Deputy Auditor General,
Acguisition and Materiel Management Audits, 3101 Park Center
Drive, Alexandria, VA 22302-1596

SUBJECT: U.S. Army Audit Agency (USAAA) Draft Report, Best Practices for Using Award
Fees (AMC No. A0002) (AMCOM Project No. 02-0999-053)

I. Reference memorandum, SAAG-AMA, 14 Jun 00, subject: Audit of Best Practices for Using
Award Fees (Assignment Code AQ-1015).

2. Program Executive Office, Air and Missile Defense revised cornments to the subject report
are enclosed.

3. I should be noted that in August 2000, the PATRIOT Project Office merged with the
MEADS Product Office to become the Lower Tier Project Office.

4. The point of contact is Ms. Beth L. Reichert, 256-313-3432, E-mail:
Reichert @ md.redstong.army. mil.

WL xe

QrIN M. URTAS

gigadier General, USA
Program Executive Officer,
Air and Missile Defense

Enci
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COMMAND COMMENTS
. CSAAA Drafi Report
Best Practices for Using Award Fees
(AMCOM Project 02-0599-053)

A—USE QF AWARD FEES

Additional Facts;:

Comment on Documentation, Page 29: The PATRIOT Project Office prepares between
30-40 pages of documentation for each award fce evaluation period. This documentation
includes the preliminary and final evaluation packages, a memorandum for record
detailing board findings, comments, and recommendations, concurrence signatuses of
each board member, contractor comments and concurrence, and Award Fee Determining
Official (AFDO) determination and findings. Internal coordination is not made a matier
of record in the final documentation package to the AFDO, but is fled as back-up
material in files maintained by the award fee coordinator. We have, however, added a
statement to the signature page thar all board members sign stating that the evaluation
report was fully staffed and all board members are in agrecment with the rating assigned
10 the contractor.

~ Recommendation A-9:

Implement effective award fee evaluation criteria for the contracts included in thig audit.
Develop ¢riteria or revise existing criteria 1o make sure they:

. Focus on the most important aspeets of the program or function.
. Address program risks.
. Are ag specific as possible.

Review criteria with the Award Fee Evaluation Board before each award fee period to
make sure the criteria are appropriate for the designated award fee period, considering
critical tasks, program risks, and desired emphasis. Revise the criteria, 1f necessary.

Action Taken;

Concur with the tatent of that portion of the recommendation to develop criteria or revise
existing criteria to make sure they: (i) focus on the most important aspects of the program
or function, (ji) address program risks, and (iii) are a3 specific as possible. The award fee
criteria for the Program Executive Office Air and Missile Defense (PEO AMD) contract
(DAAHO1-99-C-0028) covered in this audit, althongh considered broad by AAA, are
appropriate for this services contract and do not require revision. The three criteria,
Technjcal Performance {(which includes Evaluation, Analysis, Testing, and Solulion of
Problems), Reporting, and Resource Management, are self-explanatory, very clear, and
require no further sub-division into additional categories. Technical Performance
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encompasses areas that are identified within the criteria. The Reporting criteria covers

‘ reports deliverable as data items under the contract and reporting by the contractor in
Program and Management reviews. The Resource Management award fee critenia
encompass how the contractor manages bis resources (personnel and budget).

The PATRIOT Engineering Services contract has continued {or many years with the
prime contractor (Raytheon) for the PAT RIOT Missile Systcm. The cffort required
under this engineering services contract is identified in the contract through Engineering
Services Memorandums (ESMs). Bach ESM manager interacts with the tontractor on a
daily basis and is well aware of the actions taken by the contractor to accomplish the
effort required for his particular ESM. The ESM managers are the evaluators under the
contract and, as the recognized experts for their respective ESM areas, are extremely
knowlcdgeablc and more than capable of providing meaningful, fully justifiable
evaluation reports, The evaluators and the contractor fully understand the award fee
criteria, the importance and weight of each ¢riterion, and how the ¢riteria will be
evaluated. The Award Fec Evaluarion Board {AFEB) has closely monitored the
sufficiency of the evaluations and the manner in which they are documented, questioning
any dis¢zepancies or shorcomings and requesting revisions in the evaluation report.

We do agree, however, 10 further define whar arcas each of the three eriteria encompass.
Implementation of the fully defined award fee crileria into the contract will be
accomplished (with contractor approval) prier to the 1 Feb 01~ 31 Jul 01 award fee
evaluation period. We also agree (0 take an additional step in the award fee process (o
pol] the evaluators prior 1o each evaluation period to ensure that the eriteria are still
sufficient 10 provide the level of performance evaluation desired by the project office. It
the tasks required under the contract have changed significantly, then award fie criteria
would be reviewed for possible revision. We will continue to monitor our contract for
possible revision of award fee criteria when necessary.

Concur with that portion of the recommendation Lo review crileria with the AFEB before
cach award fee period 1o make sure the criteria are appropriate for the designated award
fee period, considering critical tagks, program risks, and desired emphasis. The AFEB
members will be given the opportunily ‘o comment on the appropriateness of the award
fee criteria as written for the upcoming evaluation period prior to the next designared
award fee evaluation period. Award fee evaluation periods for the contract included in
this audit are | Peb =31 Jul and 1 Aug - 31 Jan.

Recommendation A-10:

Revise award fee paymeat structures to encourage excellent contractor performance for
award fee contracts. Implement forthcoming guidance'on award fee payment structures
from the Office of the Assistant Secretary of the Army (Acquisition, Logistics and
Technology) and Aviation and Missile Command, as we discussed in Recommendations
A-1 and A-4.

Action Taken:
Concur. The PATRIOT Project Office will implement forthcoming guidance on award

fee payment siructures when received from AMCOM and the Office of the Assistant
Secretury of the Anmy {(Acquisition, Logistics and Technology).
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Assistant Secretary of the Army (Financial Management and
Comptroller)
The Inspector General
Chief of Public Affairs
Deputy Chief of Staff for Logistics
Deputy Chief of Staff for Personnel
Deputy Chief of Staff for Programs
Assistant Chief of Staff for Installation Management
Deputy Assistant Secretary of the Army (Procurement)
Director, Program Analysis and Evaluation
Commanders
U.S. Army Forces Command
U.S. Army Training and Doctrine Command
U.S. Army Materiel Command
U.S. Army Criminal Investigation Command
3d Military Police Group, U.S. Army Criminal
Investigation Command
Commandant, U.S. Army Logistics Management College
Director, Center for Army Lessons Learned

Under Secretary of Defense (Acquisition, Technology and Logistics)
Under Secretary of Defense (Comptroller)

Director, Defense Intelligence Agency

Auditor General, Air Force Audit Agency
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Kathy Bell
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Faith Pruett
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Christie Cartee

Jennifer Davis

Peter McGourty

James Reed
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